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WEDNESDAY, APRIL 23, 1958 


House or REPRESENTATIVES, 
GENERAL GOVERNMENT AcTIVITIES SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to notice, at 10 a. m., in room 
1302, New House Office Building, Hon. Jack Brooks (chairman) 
presiding. 

Present: Representatives Brooks (presiding), May, Kee, Moss, 
Reuss, and Dwyer. 

Also present: Edward C. Brooks, Jr., staff administrator; William 
E. Townsley, counsel; and John E. — investigator. 

Mr. Brooks. Ladies and gentlemen, please come to order. The 
General Government Activities Subcommittee, having been “~ 
organized under the rules of the House of Representatives, and ¢ 
quorum being present for the purpose of taking testimony and re- 
ceiving evidence, is hereby called to order. 

This subcommittee, with Democratic and Republican members 
working harmoniously together, has demonstrated its dedication to 
a continuing study of efficiency and economy in the operation of nine 
Federal agencies which have been placed under its jurisdiction, result- 
ing in substantial direct cash savings to the people of the United 
States, and alerting both the public and Federal agencies to the 
need for constant vigilance. Our most sincere ambition, as I have 
stated before, is to do everything we can to insist and insure that the 
people of this Nation receive a dollar’s value for every dollar they 
pay in taxes. 

At this point I would like to place in the record pages 4 through 10 
of the Legislative Calendar of the United States House of Represen- 
tatives, 85th Congress, 2d session, Committee on Government Oper- 
ations, dated April 1, 1958, No. 9, and a copy of the rules of this 
subcommittee. 

(The documents referred to are as follows:) 
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COMMITTEE ON GOVERNMENT OPERATIONS ! 
Irs PuRPOSE, JURISDICTION, AND AUTHORITY 


“There shall be elected by the House, at the commencement of each Congress 
* * *’ o “Committee on Government Operations, to consist of 30 members.”’ 2 

The jurisdiction of this Committee is defined in the rule made effective January 
2, 1947, as a part of the Legislative Reorganization Act of 1946, and now embodied 
in Rule XI 8 of the House of Representatives as follows: 

‘All proposed legislation, messages, petitions, memorials, and other matters 
relating to * * *’ “(a) Budget and accounting measures, other than appro- 
priations,” and ‘‘(b) Reorganizations in the executive branch of the Govern- 
ment” shall be referred to the Committee on Government Operations. 

The Committee on Government Operations ‘‘(c) * * * shall have the 
duty of— 

(1) Receiving and examining reports of the Comptroller General of 
the United States and of submitting such recommendations to the House 
as it deems necessary or desirable in connection with the subject matter 
of such reports; 

(2) studying the operation of Government activities at all levels with 
a view to determining its economy and efficiency; 

**(3) evaluating the effects of laws enacted to reorganize the legislative 
and executive branches of the Government; 

““(4) studying intergovernmental relationships between the United 
States and the States and municipalities and between the United States 
and international organizations of which the United States is a member.” 

‘“‘(d) For the purpose of performing such duties the committee, or any 
subcommittee thereof when authorized by the committee is authorized 
to sit, hold hearings, and act at such times and places within the United 
States, whether or not the House is in session, is in recess, or has ad- 
journed, to require by subpena or otherwise the attendance of such 
witnesses and the production of such papers, documents, and books, and 
to take such testimony as it deems necessary. Subpenas may be issued 
under the signature of the chairman of the committee or any subcom- 
mittee, or by any member designated by any such chairman, and may be 
served by any person designated by any such chairman or member.”’ 4 

Additional statutory authority has been given to the Committee on Government 
Operations as follows: 

(1) “Every executive department and independent establishment of the Gov- 
ernment shall, upon request of the Committee on Expenditures in the Executive 
Departments of the House of Representatives, or of any seven members thereof, 
or upon request of the Committee on Expenditures in the Executive Departments 
of the Senate, or any five members thereof, furnish any information requested 
of it relating to any matter within the jurisdiction of said committee.” (5 U.S. C. 
sec. 105a. May 29, 1928, ch. 901, sec. 2, 45 Stat. 996.) 

(2) ‘‘He (the Comptroller General) shall make such investigations and reports 
as shall be ordered by either House of Congress or by any committee of either 
House having jurisdiction over revenue, appropriations, or expenditures. The 
Comptroller General shall also, at the request of any such committee, direct 
assistants from his office to furnish the committee such aid and information as it 
may request.” (31 U.§8. C. sec. 53 (b). June 10, 1921, ch. 18, title III, see. 312, 
42 Stat. 25.) 

(3) ‘The Comptroller General is authorized and directed to make an expendi- 
ture analysis of each agency in the executive branch of the Government (including 
Government corporations), which in the opinion of the Comptroller General, will 
enable Congress to determine whether public funds have been economically and 

1H. Res. 7, 70th Cong., Ist sess., consolidated 11 separate committees, the first established in 1816, to form 
the Committee on Expenditures in the Executive Departments 

H. Res. 647, 82d Cong., 2d sess., agreed to July 3, 1952, changed the name of the Tlouse Committ 
Expenditures in the Executive Departments to the Committee on Government Operations 

Precedents bearing upon previous activities of the Committee on Expenditures in the Executive Depart- 
ments will be found in 7 Cannon’s Precedents, sections 2041-2042. 


2 Rule X; sec. 121 (a) of the Legislative Reorganization Act of 1946 and H. Res. 94, 84th Cong., Ist sess. 
agreed to January 20, 1955 

’ Rule XI; Legislative Reorganization Act of 1946, sec. 121 (a); Rules of the House of Representatives, 
85th Cong., Rule XI 8. 

4 The paragraph giving the committee powers of subpena was adopted February 10, 1947. 
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efficiently administered and expended. Reports on such analyses shall be sub- 
mitted by the Comptroller General, from time to time, to the Committee on 
Expenditures in the Executive Departments, to the Appropriations Committees, 
and to the legislative committees having jurisdiction over legislation relating to 
the operations of the respective agencies, of the two Houses.” (31 U.S. C. sec. 
60. Aug. 2, 1946, ch. 753, title I], sec. 206, 60 Stat. 837.) 


Ru.LeEs or CoMMITTEE PROCEDURE 


RULE XI, PARAGRAPH 25, OF THE RULES OF THE HOUSE OF REPRESENTATIVES, 
EIGHTY-FIFTH CONGRESS 


Paragraph 25 (a) The Rules of the House are the rules of its committees so far 
as applicable, except that a motion to recess from day to day is a motion of high 
privilege in committees. Committees may adopt additional rules not inconsistent 
therewith. 

(b) Each committee shall keep a complete record of all committee action. Such 
record shall include a record of the votes on any question on which a record vote is 
demanded. 

(c) All committee hearings, records, data, charts, and files shall be kept separate 
and distinct from the congressional office records of the Member serving as chair- 
man of the committee; and such records shall be the property of the House and all 
Members of the House shall have access to such records. Each committee is 
authorized to have printed and bound testimony and other data presented at 
hearings held by the committee. 

(d) It shall be the duty of the chairman of each committee to report or cause to 
be reported promptly to the House any measure approved by his committee and 
to take or cause to be taken necessary steps to bring the matter to a vote. 

(e) No measure or recommendation shall be reported from any committee unless 
a majority of the committee were actually present. 

(f) Each committee shall, so far as practicable, require all witnesses appearing 
before it to file in advance written statements of their proposed testimony, and to 
limit their oral presentation to brief summaries of their argument. The staff of 
each committee shall prepare digests of such statements for the use of committee 
members. 

(g) All hearings conducted by standing committees or their subcommittees shall 
be open to the public, except executive sessions for marking up bills or for voting 
or where the committee by a majority vote orders an executive session. 

(hk) Each committee may fix the number of its members to constitute a quorum 
for taking testimony and receiving evidence, which shall be not less than two. 

(i) The chairman at an investigative hearing shall announce in an opening 
statement the subject of the investigation. 

(j) A copy of the committee rules, if any, and paragraph 25 of rule XI of the 
House of Representatives shall be made available to the witness. 

(k) Witnesses at investigative hearings may be accompanied by their own coun- 
sel for the purpose of advising them concerning their constitutional rights. 

(1) The chairman may punish breaches of order and decorum, and of profes- 
sional ethics on the part of counsel, by censure and exclusion from the hearings; 
and the committee may cite the offender to the House for contempt. 

(m) If the committee determines that evidence or testimony at an investigative 
hearing may tend to defame, degrade, or incriminate any person, it shall— 

(1) receive such evidence or testimony in executive session; 
2) afford such person an opportunity voluntarily to appear as a witness; 
and 
(3) receive and dispose of requests from such person to subpena additional 
witnesses. 

(n) Except as provided in paragraph (m), the chairman shall receive and the 
committee shall dispose of requests to subpena additional witnesses. 

(0) No evidence or testimony taken in executive session may be released or 
used in public sessions without the consent of the committee. 

(p) In the discretion of the committee, witnesses may submit brief and pertinent 
sworn statements in writing for inclusion in the record. The committee is the 
sole judge of the pertinency of testimony and evidence adduced at its hearing. 

(q) Upon payment of the cost thereof, a witness may obtain a transcript copy 
of his testimony given at a public session or, if given at an executive session, when 
authorized by the committee. 
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RULES OF THE COMMITTEE ON GOVERNMENT OPERATIONS 


E1enty-FirtH CONGRESS 


Rule 1. The regular meetings of the committee shall be held on the third 
Wednesday of each month at 10 a. m., Room 1501 New House Office Building. 

Rule 2. A member may vote by proxy on any matter before the committee. 
Such proxy shall be in writing, dated and signed by the member granting the 
proxy, and identifying the member to whom the proxy is given. 

No proxies shall be used to establish a quorum. 

Rule 3. The chairman shall have authority to establish subcommittees and to 
assign to them such functions as he may deem advisable. The chairman shall 
have the authority to refer bills, resolutions, and other matters to appropriate 
subcommittees for consideration or investigation, and to recall such bills, resolu- 
tions, and other matters from the subcommittees to which they have been referred. 

Rule 4. The chairman and the ranking minority member of the committee 
shall be ex-officio members of all subcommittees. 

Rule 5. Any member of the full committee may sit with any subcommittee, 
but may not vote on any matter before the subcommittee, unless he is a member 
of such subcommittee. 

Rule 6. No person shall be present at an executive session of the committee 
other than the members of the committee, its staff, and such other persons whose 
presence the chairman deems necessary or advisable. 

Rule 7. All roll calls of the members may be had upon the request of any member. 

Rule 8. All questions put to witnesses before the committee shall be relevant 
to the subject matter before the committee for consideration and the chairman 
shall rule on the relevance of any questions put to the witness. 

Rule 9. Committee members may question witnesses only when recognized by 
the chairman for that purpose. The chairman, when he deems it advisable, 
may limit the time of such questions to 5 minutes. 

Rule 10. A stenographic record of all testimony shall be kept of public hearings 
and shall be made available on such conditions as the chairman may prescribe. 

Rule 11. Every committee report shall have the approval of a majority of the 
committee. Those committee members not concurring in the majority report 
may file a minority report or express dissenting views and any member may file 
an additional or supplementary report. 

Rule 12. The staff of the committee shall be subject to the direction of the 
chairman and shall perform such duties as he may assign. 

Rule 13. So far as applicable these rules shall be the rules of subcommittees, 
but each subcommittee may make additional rules not inconsistent herewith. 

Rule 14. The Rules of the House, together with the rules specified herein shall 
govern the procedure of the committee. 

Rule 15. The chairman shall have the authority to hire and discharge employees 
of the professional and clerical staff of the full committee and subcommittees 
subject to appropriate approval. 

Rule 16. The number of members to constitute a quorum for taking testimony 
and receiving evidence shall not be less than two. 





LIST OF SUBCOMMITTEES OF THE COMMITTEE ON 
GOVERNMENT OPERATIONS 


Norse.—The chairman and the ranking minority member are ex officio members 
of all subcommittees. 


* * * * * * * 
George Washington Inn, Room 210—Extension 3252 


Jack Brooks, Chairman 


Joun E. Moss Epwin H. May, Jr. 
Henry S§S. Reuss FLORENCE P. Dwyer 
ELIzABETH KEE R. Water RIEHLMAN 


Rosert E. Jones CuarE E. Horrman, ex officio 
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JURISDICTION OF SUBCOMMITTEES OF THE COMMITTEE ON 
GOVERNMENT OPERATIONS 


* * * * * * * 


GENERAL GOVERNMENT ACTIVITIES 


Civil Rights Commission National Security Training Commission 
Civil Service Commission Renegotiation Board 

Federal Home Loan Bank Board Selective Service System 

Foreign Claims Settlement Commission Subversive Activities Control Board 
General Services Administration Veterans’ Administration 


Housing and Home Finance Agency 


RULES OF PROCEDURE OF THE GENERAL GOVERNMENT ACTIV- 
ITIES SUBCOMMITTEE OF THE HOUSE COMMITTEE ON GOVERN- 
MENT OPERATIONS 

(85rH CoNGREss) 
1. The meetings of the subcommittee shall be held on the second Tuesday of 


each month at 10:00 a. m., in the hearing room of the George Washington Inn, 
unless otherwise ordered by the Chairman. 

2. All meetings of the subcommittee shall be public, except on the order of the 
Chairman or a majority of the members present. 

3. A quorum of the subcommittee shall consist of three members; PROVIDED 


that a quorum for the purpose of taking and receiving evidence shall consist of 
two members. 

Mr. Brooks. This morning we are opening a public examination of 
some new operational and disposal problems which have arisen in 
connection with the Nation’s $85 million nickel plant at Nicaro, 
Cuba. ‘This is another phase of the subcommittee’s original interest 
in Nicaro, which resulted in hearings in 1956 which exposed costly 
favoritism involved in the letting of the $43 million expansion con- 
tract at Nicaro. 

Before proceeding further, I would like to introduce the witnesses 
who have accepted our invitation to come and help us clarify and, 
possibly, find a solution for the problems which beset the General 
Services Administration in its efforts to sell this very valuable nickel 
project. 

| would like for you, first, to know Mr. Franklin G. Floete. Would 
you rise, Mr. Floete, so the people here will know and recognize you 
as Administrator of General Services? The Nicaro nickel plant has 
been in your custody for some time. 

Mr. Ira D. Beynon, special assistant to the Administrator of Gen- 
eral Services for Nicaro operations. 

Mr. Paul W. MeGann, Chief Economist, Bureau of Mines, and Mr. 
Eugene D. Gardner, better known as Ed Gardner, of the Bureau of 
Mines for many years. 

Mr. Harry C. Wildner. I don’t see Mr. Wildner. He will be ina 
little later. He is vice president of National Lead Co. and president 
of Nickel Processing Corp., which now operates the plant, and Mr. 
Langbourne M. Williams, president of Freeport Sulphur Co. 

Thank you very much, gentlemen. Now, the jurisdiction of the 
Committee on Government Operations, as set out in the Rules of 
the House of Representatives, includes the responsibility of studying 
the operations of Government activities with a view of determining 
their efficiency and economy. This subcommittee is pursuing those 
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worthy aims under the authorization of the chairman of the Govern- 
ment Operations Committee, who has designated this subcommittee 
jurisdiction to include the activities of the General Services bean 
istration. 

The members of this sube aed have established a fine record 
of strong, bipartisan interest in carrying out its assigned mission. 
These hearings will be a continuation of this bipartisan insistence 
on efficiency “and ec onomy in Government, evidence of our firm 
mutual determination to expose and eliminate abuses in contract 
awards which waste the funds of the Nation’s taxpayers. 

The General Services Administration, one of several agencies under 
this subcommittee’s jurisdiction, is charged with operating one of 
the Nation’s most valuable installations—the huge nickel plant at 
Nicaro. Our interest in this plant was initially evidenced publicly 
by our hearings in 1956 on the Nicaro expansion, which involved 
fraud, favoritism, and possible criminal conduct. 

Government contracts in exchange for political-party contributions 
was one of the unsavory implications in sworn testimony at our 
hearings. Edmund Mansure, then GSA Administrator, resigned 
during our 1956 investigation, which showed he had been working 
under tremendous pressure from Republican Party and administration 
officials, including Leonard Hall, former Republican national 
chairman. 

Randall Creamer, vice president of the firm which successfully 
obtained the lucrative Nicaro expansion contract, testified under oath 
that he felt ‘morally committed” to Leonard Hall, and officers of his 
firm increased their election-year contributions to the Republican 
Party by 1, 000 percent. 

These revelations concerning Hall’s role in the contract awards 
have been hanging fire ever since. The Justice Departme nt’s 
Criminal Division took the matter under “active investigation,” and 
the subcommittee has not yet been informed of any progress in the 
case. Former Attorney General Herbert Brownell neither acknow- 
ledged nor answered our queries last year for a progress report. We 
hope to have such a report soon, however, for Brownell’s successor, 
William P. Rogers, promptly answered our recent request for a status 
report. 

Attorney General Rogers wrote me April 14 that he has asked the 
new head wd the Justice Department’s Criminal Division, Malcolm 
Anderson, to “familiarize himself with the matter’ preparatory to 
discussing it with me. I am looking forward to hearing from Mr. 
Anderson, hoping we soon can write “closed’’ to this tawdry aspect of 
our 1956 investigation. 

Now we are taking a new look at Nicaro in connection with the 
operational and disposal problems which have arisen. One of the 
most controversial matters to be examined at this hearing is the 
allegation of an excessively rewarding ore royalty being paid to the 
Freeport Sulphur Co., a royalty which other metal producers have 
described as exorbitant. There are many indications that, if this 
royalty agreement is kept intact, it may cripple the Government’s 
efforts to sell or lease this costly plant and milk out millions of dollars 
more that belong to the taxpayers across the length and breadth of 
our land. 
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It is never right to waste Federal funds and it is most disturbing 
to face such a prospect at a time of international unrest and economic 
problems at home. 

The Federal Government has paid some $14 million in ore royalties 
to Freeport Sulphur to date since the plant was reactivated during 
the Korean emergency. This royalty rate seems excessive, in view 
of the circumstances, possibly 2 or 3 times more than a fair price for the 
ore. 

Freeport Sulphur reportedly paid less than $1 million for the 
Nicaro ore bodies and the bulk of this price was financed by the Fed- 
eral Government. The corporation reciprocated by insisting on an 
ore royalty which apparently already has paid back its investment at 
least 14 times. And those ore bodies might have lain undisturbed in 
the Cuban jungle, worth only a nominal amount if the Federal Govern- 
ment hadn’t built its $85 million nickel plant adjacent to them. 

There are many facets in the background of these problems we will 
examine at this hearing and I now would like to review them before 
we hear our witnesses in order that all may fully understand the 
situation. 

Karly in 1942, the Government undertook to build a nickel = 
at Nicaro with a 30-million-pound-a-year production capacity, part 
of our World War II effort. Production began in December 1943, 
and continued until 1947, when the plant was closed down because it 
became economically infeasible. The nickel market was poor and 
subsequent efforts to sell the plant were unsuccessful. 

Nickel was in demand again during the Korean emergency and the 
plant was rehabilitated and reactivated. In 1953, expansion to a 
production capacity of 50 million pounds was authorized. The 
expansion construction began in late 1954 and early in 1957 the 
expanded production goal was met. Even before this expansion the 
plant was operating on a profitable basis. 

The Government didn’t really want to be in the nickel business and 
when the plant was reactivated during the Korean emergency it was 
contemplated that it would be leased to a private firm. Apparently 
no satisfactory lease proposal was received, so the GSA entered into a 
5-year operator’s agreement on a management-fee basis. Operating 
the plant for the Government is the Nickel Processing Corp., a sub- 
sidiary of the National Lead Co., although 24 percent of its stock is 
owned by Cuban interests. 

This operating agreement expired June 30, 1957, when it was 
extended for a period of 6 months, then for another 6-month period 
to expire June 30 of this year. Unless the plant is disposed of either 
by sale or lease before the latter date, it appears that a further exten- 
sion will be necessary, pending disposition. The precise legality of 
the current operating agreement has been and is a source of con- 
troversy in itself for a 1953 opinion of GSA’s Office of General Counsel 
stated that the 1951 operating agreement was illegal. 

The agency’s intention to dispose of the Nicaro plant either by 
sale or by lease was announced by the General Services Administra- 
tion in the fall of 1957. It is understood that the Department of 
Defense has authorized a disposal. 

The disposal efforts of GSA since then have been under the im- 
mediate direction of Mr. Ira D. Beynon, special assistant for Nicaro 
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operations to Mr. Franklin Floete, GSA Administrator. Mr. 
Beynon has had many oral and written communications with inter- 
ested purchasers. A variety of problems have arisen, some remaining 
unresolved,. all tending to delay disposal of the plant. Our hearings 
will deal primarily with these problems. 

The first problem is that of obtaining an adequate source of ore for 
the Nicaro plant. 

In 1942, when the Government decided to build the nickel plant, it 
entered into a contract with a wholly owned subsidiary of Freeport 
Sulphur Co., the contract, among other things, providing that the 
Government would take its ores for plant operations. ‘This contract 
contained an option to take Freeport ores for an additional 20 years at 
the expiration of the contract. This option was exercised in 1948 and 
mere the following provisions: 

The contract will run until 1968 unless terminated by the 
Gime: by giving 6 months notice. 

2. Royalty pay ments based on the market price of nickel as the ore 
is taken, and on the nickel content of the ore. The current royalty 
rate is about $1.70 a ton, currently costing the Government a little 
over $4 million a year. 

The Government must take from Freeport Sulphur one-third 
of the total ore processed at the plant. 

The GSA has made diligent efforts to have the ore royalty sub- 
stantially reduced on the ground that current payments are exorbitant. 
The bases of this GSA contention are: 

The purchase price paid for similar ores in the Nicaro area. 

2. The ore bodies of Freeport under contract with the Government 
reportedly involve an investment by Freeport of less than $1 million— 
for which the Government already has paid Freeport $14 million and 
stands to pay an additional amount upward to $40 million by 1968, 
when the present contract expires, unless the contract is terminated 
by the Government on the agreed giving of 6 months’ notice, or unless 
ores other than Freeport’s are utilized. 

It is the $85 million investment of the Government which has 
sbvin value to the Freeport ores. Private firms were unwilling to 
risk their capital for nickel production from Cuban ores, despite the 
asserted wartime need. 

4. Current royalty rates are so large in relation to net profits that 
they have the effect of discouraging a satisfactory disposal of the plant 
at a reasonable price. 

Freeport recently proposed a reduction in its royalty, but the terms 
proposed were not deemed acceptable by GSA. Freeport would have 
insisted on a 20-year noncancelable contract which would have netted 
the firm a minimum return of about $50 million and a possible return 
of well over $60 million. Although this proposal was recommended 
by a special GSA committee, Mr. Floete declined the offer, apparently 
feeling it was not in the best interest of the American taxpayers. 

In an effort to obtain another source of ore, Mr. Beynon negotiated 
several months ago with Bethlehem Steel officials for extensive ore 
bodies near the Nicaro plant. Bethlehem offered certain ores which 
probably would run the plant for 20 years for a price of $18 million. 
GSA has not, as of this date, chosen to request the necessary borrow- 
ing authority from the Office of Defense Mobilization. 
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The Government in recent years has purchased other ore bodies. 
in the vicinity of the Nicaro plant for 12 cents a ton, including mineral 
rights, surface right and exploration costs. Some of this ore recently 
has become accessible and should be utilized at the plant within the 
next few weeks. It has been estimated that these Government ores 
now accessible are extensive enough to operate the plant for 4 or 5 
years without further capital expenditures. 

While the nickel content in the Government ores is very satisfactory 
the iron content is rather low, the consequence being that less recovery 
of nickel is possible with current processes. Various methods have 
been proposed to solve the problem caused by low-iron content. 

Any purchaser of the plant will need to be reasonably assured of an 
adequate ore supply for 20 or more years to make his investment 
attractive. GSA is confronted with the decision of whether to enter 
into an assignable contract before disposal of the plant in order to 
provide for an adequate ore reserve; if not, then the prospective pur- 
chasers would be left to negotiate for themselves in procuring the 
necessary ore reserve. 

In the final analysis, if the Government is unable to make a satis- 
factory disposal of the plant in the near future, it appears that it will 
be necessary to procure either Freeport or Bethlehem ores in order to 
keep the plant producing. 

Another problem is that of taxesin Cuba. In bidding on the Nicaro 
plant, the prospective purchaser needs to know with some degree of 
certainty what sort of tax treatment he will receive from the Cuban 
Government. Freeport Sulphur recently received a favorable decree 
from the Cuban Government in regard to its tax treatment of the 
company’s Moa Bay Nickel project. 

Mr. Beynon believes that there is a good possibility of getting an 
even more favorable tax treatment for a purchaser of the Nicaro 
plant. One of the problems on this point is whether it is possible to 
obtain a written commitment from the Cuban Government before 
disposal, and, if it is possible, whether it is desirable to delay disposal 
of the plant for a lengthy period in order to obtain it. 

Still another problem is that of the method and type of disposal 
which would most satisfy all parties to the disposition. 

Since the Government’s nickel plant is so valuable, only a relatively 
few companies are in a position to make realistic offers. The current 
thinking of GSA seems to be to solicit bids and thereafter negotiate 
for a still higher price with the top bidders. GSA also is considering 
alternative offers of acquisition by sale and by lease. 

I think that fills out the picture. Now vou have the background 
obtained in our study, bringing us up to the opening of our hearing 
today. We will open the testimony with our first witness, Mr. 
Franklin Floete, Administrator of the General Services Administration. 

Mr. Floete, would you come forward, sir. We are pleased to have 
you with us today. 

Mr. Reuss. Mr. Chairman. 

Mr. Brooks. Mr. Reuss. 

Mr. Reuss. Before the witness takes the stand, I would like to 
comment with regard to a portion of your opening statement, that 
portion which recalled that in October 1956 Mr. Randall Cremer, 
who was vice president of the firm which successfully obtained the 
Nicaro expansion contract, had testified under oath that Leonard Hall 
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gave him what amounted to a shakedown operation me that at Mr. 
Hall’s solicitation, money had been paid over by Mr. Cremer’s com- 
pany in consideration of their getting the green light on on contract. 
You will recall at that time you invited Mr. Hall to appear before the 
committee if he wished to give his side of the story and his reply at 
that time was that he was engaged in a political ¢ ampaign but would 
tell his side of the story immediately after the campaign. 

Well, that was a year and a half ago, and no more has been heard 
from Mr. Hall on that point. I would just like to inquire of the 
Chair whether during these hearings on the Nicaro matter, if Mr 
Hall chooses to accept the invitation tendered to him a year and a 
half ago, the Chair would permit Mr. Hall to appear and give his 
side of the story? 

Mr. Brooks, Well, certainly we would. I have not heard from 
Mr. Hall since that time. As you recall, we submitted the entire 
transcript of the hearings in which the allegations were made, sworn 
allegations as to the pressure brought by Leonard Hall. We sub- 
mitted that to the Attorney General and heard very little from Mr. 
Brownell. 

At a later date we wrote Mr. Brownell, asking him what action 
had been taken on this, and he said in a newspaper statement it was 
under active investigation by the Criminal Division but he did not 
choose to re ply to the subcommittee. 

Then again this year, you remember, we wrote a letter to Mr. Rogers, 
the new Attorney General, asking him if he would look into it so that 
he might advise us. I think it was 6 or 8 days after we wrote Mr. 
Rogers, we had a reply letter from him, which all members of the 
committee have not yet seen. I told some of you. It says; 

Dear Jack: I have your letter of April 8. 


His is dated April 14. 


I have asked the new head of the Criminal Division, Malcolm Anderson, to 
familiarize himself with the matter and he will then be glad to discuss it with you 
at your convenience. 

It is signed by the Attorney General, Bill Rogers. So, at least, we 
have had the courtesy of a reply, and I think we will have some indica- 
tion of what activity has taken place in the investigation of Mr. 
Leonard Hall’s activities. 

Mr. Reuss. We are glad to hear that, but if Mr. Hall has a story 
different from that told to the committee under oath by Mr. Randall 
Cremer, we would be glad to hear it. 

Mr. May. Has Mr. Hall been asked to testify before the com- 
mittee during this session? 

Mr. Brooks. No, he was invited to appear at that time and did not 
choose to appear. It was the height of a political campaign at that 
time and so we did not subpena him. 

Mr. May. But he has not been requested to testify during the 
reconvened session? 

Mr. Brooks. Nor has he submitted a request. 

Mr. Reuss. Except, as I recall, he was going to tell the whole story 
right after November 1956, and that was a continuing invitation. 
Unless there be any doubt about it, in view of the Chair’s statement 
just now, the record should show that there is a continuing invitation 
to Mr. Hall, including one right now to come in and give the lie if 
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there be to the sworn testimony of Mr. Cremer that Mr. Hall com- 
mitted a shakedown in extracting contributions from Mr. Cremer’s 
company. 

Mr. Brooks. Well, certainly he would be welcome to present his 
side of the story any time he wanted to. 

Mr. May. Mr. Chairman, may I make a statement before Mr. 
Floete proceeds here? 

Mr. Brooks. Mr. May. 

Mr. May. I feel that the purpose of this committee should be to 
hold hearings designed to specifically develop the facts as we are doing. 
In the light of the facts, the committee should do its utmost to see 
that 1 of 2 things happens. One, either the GSA should dispose of 
the plant at a price that will represent the best possible deal for the 
American taxpayers or, two, it would be determined whether the pre- 
sent contract is fair or not. 

If not, the GSA should continue to press for renegotiation to estab- 
lish a fair and equitable royalty. I repeat, I feel that the minority 
members want facts and I am sure that we seek satisfactory answers 
while protecting nobody in this case. 

However, I must say this: If this develops and becomes an obvious 
political public relations sideshow, I am afraid that the present com- 
mittee harmony may be seriously affected. 

Mr. Brooks. I would think that the facts would be clearly pre- 
sented by the sworn testimony of competent advisers who are public 
servants and not the paid employees of any corporation or organiza- 
tion in this country, but rather than that, people who are committed 
to work, not for an individual, but for the benefit of this entire Nation, 
Republicans and Democrats. 

So I think, Mr. May, that your concern will not prove necessary. 
I have some confidence i in the Administrator of the GSA, Mr. Floete, 
and Mr. Floete, in order to reassure the members of the absolute 
integrity of the witnesses and their forthright intention of telling 
what they believe is absolutely right, we will ask them to swear to 
the testimony. 

I wonder if you would raise your right hand? Do you swear the 
testimony you are about to give before this subcommittee will be the 
truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Frorte. I do. 

Mr. Brooks. Mr. Floete, I recently read where you were repre- 
sented as stating that you felt obligated to represent the United States 
Government in de ‘aling with private parties who do business with the 
Government. 

[ also read where you confessed this admirable attitude to the 
Presidential assistant over sone telephone rates, is that correct? 

Mr. Fiorre. Well, I have expressed it rather freely on many oc- 
casions. J don’t recall express ng it directly in that manner. 

Mr. Brooks. I know this Nicaro operation has been a continueus 
headache ever since you took over as Administrator of GSA. The 
problems 4 the operation of the plant and its proposed dispos*! have 
received a great deal of yo.r personal attention. At this tive the 
calidarmcibaes would be plers d if you would just informally discuss 
your major problems and tke. after a few questions, we would like 
to go into the details with ycur special assistant, Mr. Beynon. 

If you would be kind enough, give us an outline of some of the basic 
problems you have. 
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TESTIMONY OF FRANKLIN G. FLOETE, ADMINISTRATOR, GENERAL 
SERVICES ADMINISTRATION 


Mr. Fiorere. Mr. Chairman, ladies and gentlemen of the com- 
mittee, I would like to address myself to this subject by first giving 
you a general picture of the Nicaro plant, and secondly, discussing 
specific problems under the following general headings: Operational 
actions, financial statistics, Nickel Processing Corp. contract, Nicaro 
Nickel Co. and its subsidiary, Freeport ore contract, and disposal. 

My general statement is as follows: The Cuban Nickel Co. plant 
is located at Nicaro in Oriente Province in the northern part of Cuba, 
approximately 450 miles southeast of Havana and 60 miles north of 
Guantanamo Naval Base. The property consists of three principal 
elements, (1) the metallurgical plant; (2) the town site; and (3) the 
mine. 

The plant and adjacent townsite are situated on 1,183 acres of 
land owned by the Cuban Nickel Co. In addition, the Cuban Nickel 
Co. owns in fee 5,692 acres of ore reserves and holds mineral rights on 
approximately 46,800 acres, much of which is located in the Cuban 
Crystal National Park. 

Leaseholds, right-of-way, and easement of the Cuban Nickel Co. 
comprise about 129 additional acres. The plant is owned by the 
Cuban Nickel Co., a Cuban corporation, all capital stock of which, 
100 shares, is owned by the United States Government. 

The use of Cuban Nickel Co. as an entity: to hold title to the property, 
was arranged between the Reconstruction Finance Corporation and 
the State Department to avoid conflicts of sovereignty as might result 
from ownership by the United States of property in a foreign country. 

The Cuban Nickel Co. owns the entire Nicaro property, both real 
and personal, except certain ore bodies which are the property of the 
Nicaro Nickel Co., a subsidiary of Freeport Sulphur Co. The United 
States has the right under contract to take ore from these bodies 
until March 1968, upon payment of royalties, and is required by the 
contract to pay royalties for not less than one-third of the ore processed 
in the plant regardless of the source of the ore. However, since 
reactivation, Cuban Nickel Co. has acquired additional ore reserves 
estimated by the Bureau of Mines to contain 34,789,000 tons of ore, 
with a nickel content of approximately 967 million pounds, plus 8 
million tons of potential ore of lower grade. 

The Nicaro plant was originally built during World War II at a 
cost of $31,767,500 with funds provided by the Reconstruction 
Finance Corporation. It was designed to utilize a process developed 
for extracting nickel from the vast deposits of nickel-bearing ores 
in Cuba. 

The plant was operated for the Government’s account for 40 months 
until operations were suspended in 1947. In December 1949, the 
plant was placed in the national industrial reserve. It was later 
reactivated and full operation to produce nickel for defense purposes 
was resumed in July 1952. 

The rehabilitation cost was $11,122,000. Since that time it has 
been operated under a management agreement for the account of the 
Government. Because of the accelerated demand for nickel which 
continued to develop after the Korean crisis, the capacity of the 
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Nicaro plant was expanded from about 30 million pounds of nickel 
to its present capacity of 50 million pounds annually. 

The expansion was completed in March 1957, at a cost of $35,- 
829,011, and the plant is now fully operative on a profitable basis. 
Its operations have demonstrated the technical and economic feasi- 
bility of processing these ores. 

The plant produces a superior grade of nickel oxide in the form of 
powder and sinter. . Since 1956 a portion of the nickel oxide has been 
converted into metallic nickel in a private plant at Cromlin, Pa. A 
private plant is now being constructed at Nicaro to test processes at 
an estimated cost of $944,000. 

The financing of the original construction of the Nicaro plant with 
Government funds and the subsequent rehabilitation of the plant by 
the Government were called for by wartime conditions. Its enlarge- 
ment and operation by the Government for a limited period of time 
was also made necessary by considerations of the national security. 
Since the reactivation of the plant, several additional private com- 
panies have entered into the production of nickel. 

Moreover, private industry has announced substantial expansions 
in the nickel production capacity available to meet United States 
needs. Those considerations, together with the substantial enhance- 
ments that have been made to the national stockpile of nickel, have 
diminished the need for a continuation of the Government’s interim 
operation of the Nicaro plant. 

This conclusion is supported by the Office of Defense Mobilization 
and other interested Government agencies. Under section 7 of the 
National Industrial Reserve Act of 1948, the Secretary of Defense 
is empowered to authorize the disposal of the property to private 
industry. GSA requested such authority and, in response to that 
request, the Secretary of Defense by letter dated September 18, 1957, 
authorized the disposal. This letter authorized GSA, in the light 
of present conditions and circumstances, to proceed under the auth- 
orization originally granted on November 13, 1950, by the Munitions 
Board, then a part of the Department of Defense. 

While the original authorization was limited to a disposal of the 
plant by lease, the letter from the Secretary of Defense expressly 
recognizes that GSA may decide that a disposal at this time by sale 
would be in the best interests of the United States and states that 
consideration will be given to such recommendations as GSA might 
make for the sale of the plant based upon the proposals which are 
submitted to it. 

That completes the general statement. Now I would like to go to 
the five points I mentioned, and the first one is the operational actions. 
I would like to explain to the committee that I came to GSA about 
the middle of March 1956. Most of these contracts had then been 
entered into. It was obvious that the thing to do was to implement 
them in the best possible manner. Accordingly, we turned our atten- 
tion at once to how Nicaro was being operated and we took the follow- 
ing steps, all of which, I believe, are of a sound business nature, and 
have contributed toward making the plant a successful financial 
venture. 

In the first place, we assumed full responsibility. As Administrator 
of GSA, I knew I had that responsibility. So we reorganized the 
Cuban Nickel Co. by electing key officials of GSA as officers and 
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directors, and I became president. We selected a special assistant 
who could devote all of his time to the Nicaro operations, Mr. Ira 
Beynon, who is here this morning. 

We immediately had an independent comprehensive audit made 
by an independent auditor of the operations of the plant to satisfy 
ourselves that financially everything was correct. We had an inde- 
pendent audit made of the construction contract with Snare-Merritt. 

The final fee to be paid under that contract which under the terms 
of the contract was a million dollars, is now being reviewed by the 
Soard of Review of the GSA. The amount in dispute is not large, 
but nevertheless, we are considering all aspects of whether they have 
earned the fee that was provided for in the contract. 

We immediately arranged to have the Bureau of Yards and Docks 
of the Navy make an inspection of the construction procedures that 
were being employed at that time. They made various recom- 
mendations and most of them were accepted. We pressed for a 
rapid completion of the construction contract with the resulting com- 
pletion well ahead of schedule. 

I think that 2 years ago the construction program was about 
60-percent complete. We completed it early in March 1957 and in 
spite of the great difficulty in building a plant within an operating 
plant, the job was successfully accomplished. 

The completed cost of the plant was $35,829,000. This was 
$7,161,000 less than the original estimate. The reduction was due 
primarily to lower material and labor costs but also included a deletion 
of approximately $1 million of facilities. 

I believe that construction was generally good. I think the re- 
sulting productive capacity of the plant has proved that. I want to 
emphasize that the contractor worked under great difficulties because 
most of the work was right in among existing facilities and that made 
it more difficult than the usual construction. The plant reached an 
annual rate of production of o million pounds in November 1957. 
However, for the period July 1957, to March 1, 1958, the average 
monthly production was 49,5 78,000 pounds, so it has certainly at- 
tained the anticipated rate. 

The original engineering contract for this construction was made 
with H. K. Ferguson Co. Fees of approxinately $2.6 million were 
paid to this company. We initiated a study of the rightfulness of 
those fees and have asserted a claim of overcharge to H. K. Ferguson 
Co. which is still under discussion. 

We arranged with the Navy to make a study of the security 
measures in the fall of 1957. This became particularly necessary 
because of the unrest in Cuba, and we adopted many of their recom- 
mendations. We eanceled the insurance brokerage fee arrangement 
with Balmer & Moore. We did that 2 years ago. 

Mr. Brooks. That was an interesting contract. 

Mr. Fiorrre. We have completed the acquisition of the mining 
rights to the new ore bodies containing conservatively 35 million tons. 
Expenditures to date have been $2,675,000. The estimated cost of 
acquiring the remaining surface rights is from five to six hundred 
thousand dollars. We eliminated purchases for Government account 
of equipment or supplies a either National Lead, the prime con- 
tractor, Frederick Snare, or Merritt-Chapman & Scott Co. 
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We consolidated offices in Havana of Snare-Merritt & Nickel Proc- 
essing Co. We maintained high production throughout the con- 
struction activities. We have started and have 90 percent complete 
approximately 7.3 miles of railroad into the new ore bodies. 

The cost of the railroad and mine facilities will approximate $4 
million and completion of all work is expected by June 1, 1958. The 
cost at February 28 was $3,683,000 so we know that we are very close 
to the $4 million figure. We have had the entire patent situation 
examined and have taken the proper steps to protect the Govern- 
ment’s interest in those patent rights. 

Research programs have ¢ ontinued and are well advanced with sub- 
stantial additional savings indicated. The pilot plant at Nicaro is 
over 95 percent complete at a cost of about $945,000 and under a 
lump-sum labor contract with the Government furnishing the ma- 
terials. (This pilot plant will permit development of research pro- 
grams.) We have put into effect a good many internal financial con- 
trols that I won’t take the time to read to you. 

Secondly, the present financial position. The gross cost of the 
fixed assets of the Cuban Nickel Co. as of December 31, 1957 was 
$87,584,820. 

Now, that is the physical fixed plant only. It does not include 
personal property or inventories or cash or things of that nature. 
The cumulative amortization taken at the same date was $16,610,820, 
so then the cost to the Government, depreciated cost, is $70,974,000. 

As an indication of the sales of the plant, the following figures may 
be of interest. In the fiscal vear 1956, $16,785,000. 1957, $22,435,- 
000: and the first 6 months of fiseal 1958, $10,418,000. 

You will note there is a comparative dropoff there in sales. That 
doesn’t mean that our production has dropped off. . It means that we 
haven’t been able to sell our product during the last 6 months. The 
cost of sales during those 3 periods was $13,862,000; $17,224,000; 
and $8,226,000, leaving a net profit after a very severe depreciation 
charge of $2,923,000 in 1956; $5,211,000 in 1957; and $2,392,000 for 
the first 6 months of fiscal 1958. 

The net profit per pound for the 3 periods has been 10.2 cents, 
15.9 cents, and 16.4 cents, respectively, and the production is another 
indication of how the plant has improved. 

The production in pounds was 31,460,000 pounds for fiscal 1956; 
35.884.000 for 1957: and 24,855,000 for the first 6 months of fiscal 
1958. 

The sales, however, for the last 6 months don’t give such a pleasant 
picture. The sales in 1956 were 28,564,000; in 1957, 32,838,000; 
and for the first 6 months of 1958, 14,591,000. 

As a result of the decline in sales during the last 6 months, we 
ended up the year with 18,771,009 pounds of unsold nickel valued at 
about $9,900,000. On February 28, our inventory had grown to 
25,244,000 pounds, with a value ‘of $1 3,400,000. 

The figures I gave you were only of the fixed assets. In addition 
to that, at the end of 1957 we had approximately $18 million of 
current assets, and deferred charges and other assets of about 
$800,000. The total assets of the plant, as of December 31, last, were 
$89,761,000, and the current liabilities were $2% million, which is a 
pretty good ratio. 
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I think it might be of interest to the committee just to refer to 
these figures on production and sales because to me, they are quite 
graphic as to what has happened in our general economy. 

Beginning with July 1—I will read first our—well, I will read first 
production and second the sales. For the month of July we produced 
4 million pounds and we sold 3,200,000. We produced 4 million 
pounds in August and sold 2,400,000. 

September, we produced a little over 4 million, and we sold 
3,300,000. 

In October, 4,150,000 production, and that month we actually 
sold 4,450,000, so it exceeded our production, the only month that 
that was true. Again in November we had 4,077,000 pounds pro- 
duction and only sold 518,000 pounds. In December, 4,171,000 
production and sales of 713,000 pounds. 

In January it was about the same picture, 4,146,000 production, 
812,000 sales, 3,964,000 in February and 824,000 in sales. 

I call attention to the regularity of the production which shows 
that the plant was apparently properly designed and is being properly 
operated. 

The third subject I would like to talk about is the operating con- 
tract with the Nickel Processing Corp. 

This contract was dated January 15, 1951. It provides that all 
costs are for the account of the government and the operator is paid 
a management fee of 1 cent a pound of nickel ia oxide form, one-half 
cent for each pound of nickel in sinter.form, and a quarter-cent for 
nickel for research and experimentation. 

In May 1957 the contract was extended until December 31, 1957. 
The only change in the payment terms was limitation of the fee for 
experimental and research work to not exceed $40,000. 

On December 24, 1957, the operating agreement was further 
extended until June 30, 1958. The fee for research and development 
work for that 6-month period was again limited to not to exceed 
$40,000. The fees based on production which was additional, were 
limited to 1 cent a pound on all contained nickel produced in excess of 
16 million pounds for the 6-month period of the extension. 

The effect is on an annual basis we would be paying 1 cent per 
pound for powder and a cent and a half for sinter up to 32 million 
pounds, and 1 cent per pound for powder or sinter above that amount. 

The theory behind getting that reduction, of course, was that the 
contract was entered into originally on the basis of 32 million pounds 
and we thought they shouldn’t be paid this additional fee because of 
the fact that the Government has spent this large amount of money 
to develop the plant and the operator, himself, had not contributed in 
any way to that. 

The total fees paid under this contract by years are as follows: 
From January 1, 1952, to June 30, 1953, $425,800; fiscal 1954, $354,000; 
1955, $473,000; 1956, $530,000; 1957, 598,000; and the first 6 months 
of fiscal 1958, $401,000. That is a total of $2,783,250, or a cent and 
a half per pound for the nickel actually produced; at the present 
market price of 74 cents this is about 2 percent for handling that 
phase of it. 

We have one additional contract with National Lead which was 
made February 1, 1956, between the United States and National Lead 
and assigned by National Lead to the Nickel Processing Corp. 
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That contract was to provide for the conversion into metal of the 
sinter and powder that were produced at the plant. It was felt that 
it would give us a better sales outlet if we could also sell metal along 
with the powder and sinter, and I believe generally that has worked 
out, except in recent months it seems not to be true. 

The contract provides for a toll charge—the sinter and powder ore 
shipped up from Nicaro to Philadelphia, the Crum Lynne plant is 
rented by the operator who expended approximately $350,000 in mak- 
ing certain improvements to the plant and we pay a toll charge which 
varies according to the percent of nickel but roughly i is between 6.3 and 

7.3 cents per pound. ‘The contract is for a 5-year period. It may be 
tertainated by the Government on 6 months’ notice. 

We have recently written the operator, Nickel Processing Corp., 
asking them what their charges would be should we decide to cancel. 
The terms of the contract currently provide that we should pay on a 
pro rata basis for the 5-year term. The contract was made February 
1, 1956, so about 26 months of the 60 months have run. I am not 
certain that we will take that action. It is a precautionary measure 
to see what we should do. Actually the recent sales indicate that the 
demand for the metal is not as strong as it is for the sinter and powder 
and we are paying quite a premium to convert it into metal, particu- 
larly since we only get 74 cents for the metal and we get 70% cents for 
the sinter. Well, it is just one of those things that we still have under 
consideration and haven’t decided. 

The Nickel Processing Corp., is owned 74 percent by National Lead 
and 26 percent by Cuban interests. As you know, they have operated 
this plant under this contract ever since the reactivation. We, of 
course, now have the contract expiring in July. It will be necessary 
for us to soon take some action with regard to it. 

The next subject I would like to discuss is the ore contract with 
Nicaro Nickel Co., subsidiary of Freeport Sulphur. This contract 
was dated July 2, 1948. It was entered into by the Reconstruction 
Finance Corporation and the Nicaro Nickel Co. The period was for 
20 years, from March 17, 1948. The payments provided in the con- 
tract were as follows: 2% cents per pound of Nickel contained, based 
on market price of 30 cents per pound f. o. b. Pittsburgh, subject to 
decrease or increase of eight one-hundredths of a cent per pound 
below or above the 30 cents price. At the present market price of 
74 cents, this escalation can be computed as follows: eight one- 
hundredths of the 44 cents difference in the market prices, or 3.52 
cents a pound. Add that to the 2% cents provided under the original 
contract, makes the total payment 6.2 cents per pound of nickel con- 
tained, thus about 8.2 cents per pound recovered. 

( ‘onverting that price per pound into price per ton is approximately 
on the following basis: The nickel content is about 1.40 percent so 
that for 2,000 pounds of ore that means 28 pounds of nickel. At 6 
cents a pound, that is $1.70 a ton. We are required to take not iess 
than one-third of the ore treated. The contract may be terminated 
by the Government upon 6 months’ written notice. 

The payments under the contract have been as follows: January 1, 
1952, to July 1, 1953—I will give yi 
$2,019,000; fiscal 1954, $1,884,000; fiscal 1955, $2,082,000; 1956 
$2,210,000; 1957, $2,800,000. And for the first 6 months of fiscal 
1958, $2,102,000, making a total payment of $13,050,130 at an average 
of 7.2 cents per pound of nickel. 
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I know, of course, this is an extremely controversial point. Free- 
port Sulphur has a good contract for Freeport. They are fully aware 
of it. These prices indicate it. Mr. Williams and I have had 
several meetings, and we have exchanged several letters. We don’t 
see eye to eye on it, but 1 want to say if I were in Mr. Williams’ 
position, | would be defending this contract, too. He is responsible 
to his stockholders and he has a good contract. At an average return 
of, say, $4 million from now on, that is a very substantial part of the 
Freeport total earnings. 

It is hard to answer the question ‘““‘Why do you say $1.70 is an 
unreasonable priee?”’ It is very difficult to get statistics that defi- 
nitely prove it. About the best we can do is to say, ‘‘Well, we ac- 
quired, say, 35 million tons by purchase. The average cost of that 
was less than 10 centsa ton.” You may say, ‘Well, it is not as good 
nickel; it doesn’t have as good nickel content.” 

That is disputable. We believe that it is reasonably close to the 
Freeport ores, so that is one basis we have to go on. 

Another is the discussions that we have had with the Bethlehem 
Steel Co. Bethlehem Steel owns a mountain of ore in the immediate 
vicinity of the Nicaro plant. We have talked with them very fre- 
quently. They have made a tentative proposal to sell us certain 
quantities for $18 million. Ever since last fall we have been trying to 
make as accurate a determination as possible as to the quantity of ore 
actually in the ore bodies offered by Bethlehem. 

We had it well along, but with the recent unsettlement we had to 
take the men off the job, and so it is not completed. 

Mr. Chairman, I might call attention to the fact that you gave us 
an admonishment in your report at the conclusion of the last hearings 
that we should not spend any further substantial funds on Nicaro. 
You will recall that, I am sure. 

Mr. Brooks. Expenditures of dubious value. I wouldn’t think 
that that railroad 

Mr. Fioere. [ am speaking now of the $18 million purchase from 
Bethlehem. I think that would be a substantial investment particu- 
larly in view of the fact that we are contemplating sale or lease. | 
merely allude to that. We are still continuing with our negotiations 
with Bethlehem. They haven’t broken down. As soon as we know 
reasonably close what they have to sell, then we will give the matter 
serious consideration. 

It has been indicated that there are at least 30 million tons available 
without question. Well, at $18 million, that means 60 cents a ton 
rather than $1.70. If there are 50 million pounds there, it is that much 
cheaper, and there have been indications that there is that quantity 
or more. I would hope that ultimately some sort of agreement could 
be made with Bethlehem. 

So as I said, we can’t categorically prove that the $1.70 price is too 
high. We think it is. The few figures I have been able to give you 
seem to point that way. The most recent effort we made with Free- 
port to come to an agreement was last fall, at which time we created a 
negotiating committee and they worked out an agreement or a 
proposed agreement dated November 22 of which your committee 
has a copy. 

The matter came to me with many memorandums, much informa- 
tion, and as is the position of the head of an agency, it was necessary 
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for me to make a decision. I decided that it was not to the best 
interests of the Government to accept that proposal, and I wrote 
Mr. Williams under date of December 2 that my reasons for that 
rejection were as follows: (1) The obligation of the Government to 
take annually two-thirds of all ore which is processed through the 
facilities of Nicaro from Freeport’s ore bodies is not acceptable. 

(2) Basic rate. The basic royalty rate of 8.85 percent or the 
equivalent of approximately $1.24 per ton at present volume of 
throughput and rate of recovery applicable to production at the 
required minimum take for nickel recovery up to 75 percent is con- 
sidered to be too high. 

(3) The provision for the payment of royalty on nickel recoveries 
higher than 75 percent and on recoveries of cobalt and other products 
is considered to be prejudicial to the Government. 

(4) The waiver of the Government’s present right of cancellation is 
likewise objectionable. I still feel exactly that same way about that 
proposal as when we turned it down. I suggested to Mr. Williams 
that we perhaps could continue the discussions but he said he thought 
it would serve no good purpose. 

That brings me to the last subject that I had on my list and that 
is the matter of disposal. Continued operation of the Nicaro plant 
by the Government is contrary to administration policy particularly 
since it is no longer essential to defense. Congress has on a number 
of occasions expressed similar points of view. 

The Cuban Government also favors return of operations to private 
ownership. Although the General Counsel of GSA has written an 
opinion that authority exists to continue such operations, nevertheless, 
there is some question as to the permanency of that right. It is to be 
noted, however, that under continued Government operation we would 
avoid the questions of assignability of the ore contract which Free- 
port has raised, and we would also probably have less difficulty with 
Cuban tax problems. 

Recognizing the foregoing, the GSA in 1957 began discussions with 
interested agencies of Government concerning the disposal of the 
plant. At that time the demand for nickel was still strong and no 
doubt a satisfactory sale or lease could have been arranged. 

However, because of the problems involved, authority to so pro- 
ceed was not received until the latter part of September 1957. Since 
the latter date, GSA has attempted to secure modification of the ore 
contract and to reach agreement with Cuba on the tax matter. 

Neither has been accomplished. Also since September 1957 the 
demand for nickel has materially decreased and recently an unsettled 
condition has developed in Cuba. An outright sale is preferred. 
This would eliminate many of the problems that would oecur under 
a lease arrangement, particularly with reference to maintenance and 
major improvements either in facilities or manufacturing processes. 

Nevertheless, proposals will be solicited for a long-term lease as 
well as sale. On either basis the object will be to secure to the 
Government at least a return of its investment. 

Legislative authority for the disposal stems from three acts: (@) The 
Defense Production Act, (6) our basic Federal Property Act, and 
(c) the National Industrial Reserve Act. Although we regard this 
authority as probably adequate, nevertheless consideration has been 
and is being given to the possibility of a special bill authorizing the 
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disposal. The general plans of disposal, of course, are not intricate. 
We would either solicit bids or proposals for both a long-term lease 
and purchase. 

In the case of lease, the lessee would be required to purchase the 
personal property. Regardless of the method we use, we feel that 
inevitably it will result in negotiation with the higher bidders. The 
time of such solicitation is dependent on the general economic situation 
and the Cuban domestic situation. 

In either case provisions will be included in documents to secure 
for the United States for defense purposes any part of the needed 
productive capacity of the plant and to insure conformance with 
public policy, including considerations of national security, antitrust 
considerations, and the economic interests. 

Minimum requirements will include that (a) at least 75 percent of 
the plant’s output will be offered for sale in the United States, until 
such time as the Government considers the supply of nickel to be 
ample to meet national security requirements. 

(6) Responsible United States interests shall for the same period 
retain at least a majority ownership and probably 75 percent owner- 
ship in the properties and control over the sale and distribution of the 
nickel produced, and (c), an appropriate provision will be incorporated, 
similar to the national security clause. 

(d) Call rights to the Government for total production in the case 
of an emergency will be included, and then, lastly, a reservation of 
the Government’s right to reject all proposals. 

Mr. Chairman, that concludes my formal statement. 

Mr. Brooxs. Thank you, Mr. Floete. 

Mr. Fiorrs. I am glad to answer questions. 

Mr. Brooxs. While we are on the subject, I wonder if it would be 
possible for your assistant, Mr. Davis, to thermofax copies of that 
statement so the members could be furnished? 

ir. FLonrn. Yes, sir. 

Mr. Brooks. If he could do that now, it would help. 

Mr. Fiorrs. Do you mean you would like him to start on that 
right now? 

Mr. Brooks. Sure, he can get them done in 30 minutes. I want 
to say, Mr. Floete, apparently this is the first full statement that you 
have made since receiving the recommendations this subcommittee 
made on the operations of Nicaro, and I personally am very gratified 
to see that you have tried to follow in many instances the sound man- 
agement practices which we recommended and that you thought of 
some others of your own and that you are making a continuing study 
of the construction costs and payments, and that you are trying to 
improve the operating practices down there of this big investment of 
the United States Government. I can see that obviously the deter- 
minations which you and your assistants have put into that job is 
going to generate some opposition for you. 

As you will find, we who are Members of the Congress have that 
same problem, to represent the public interest as against individual 
or corporate interests. You frequently run into definite opposition 
and differing points of view. I want to say that I think certainly 
the past rec ord that you have made has been a progressive and steadily 
improving one as far as Nicaro goes. 
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Mr. FLorre. We took your recommendations very seriously and 
we considered each one of them. I think most of them have been 
implemented and as you say, we have tried to find other ways to make 
improvements. 

Mr. Brooks. I think it resulted in saving some money by putting 
that operation on a more businesslike basis. 

Mr. Fioere. It is a very difficult thing to operate a plant 1,500 
miles from here in a foreign country and no doubt there are other 
improvements that can be made and we are constantly on top of it, 
but I feel very strongly that the Government should get out of the 
business. 

I don’t think we now have any business being in it. There is now 
unanimity of feeling among the agencies. There was not originally, 
and it was quite understandable. When we started a year ago last 
January there were questions in everybody’s mind as to what we should 
do about it, but we held a meeting just last month and I can now say 
that there is unanimity, that we should proceed with either a sale or 
lease and I believe that every agency prefers sale. 

Mr. Brooxs. Do you have the authority, if you get what you think 
is a satisfactory offer, to accept that offer, or would you have to get 
approval of it by possibly the ODM or the Department of Defense to 
effectuate sale? 

Mr. Fiorre. No, I would think that we would have to go to the 
Secretary of Defense under the terms of Public Law 883, the National 
Industrial Reserve Act. 

There is also a provision requiring his consent that is embodied in 
the letter of September 17 or 18, I believe it was. 

Mr. Brooks. Since the Government is now operating the plant on 
a satisfactory basis, do I interpret your feeling to be that the GSA is 
not going to be pressured into selling this roughly $85 million plant 
for any thing less than a very reasonable price? 

Mr. Fioerr. No, I don’t think we ought to sell it for anything 
but that. No, there is no pressure on me. I think everyone is unan- 
imous that we ought to get something like that. 

Mr. Brooks (presiding). While this valuable nickel plant is still very 
attractive to several firms, 1 would imagine it would have been more 
attractive if it had been put up for sale a year or two ago. What do 
you think about that? 

Mr. Fiorte. There is no doubt about that. 

Mr. Brooks (presiding). While you think it is important that all 
prospective purchasers realize they are not going to buy the plant 
at a bargain sale price, I still think that you might consider the prob- 
able effects of delaying disposal of the plant. I wondered if this were 
not particularly important in view of the nickel expansion goals of 
other nickel producers. 

Mr. Fiorre. Do I understand the question—— 

Mr. Brooks (presiding). Will the expansion of nickel production 
by other producers—— 

Mr. Fuiorre. Yes, it will affect this thing. 

Mr. Brooks (presiding). Will it affect the price if there is an 
unreasonable delay in the lease or sale? 

Mr. Fiorrr. Yes, I am disappointed that it isn’t sold now. I 
wish it were. 
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Mr. Brooks (presiding). But you do feel that you want to get the 
plant in a condition where it can be sold to an operator who might 
anticipate making a fair profit out of it and that you want to be sure 
that the plant has an accessible ore supply. 

Mr. Fiortre. That is right. With the available ores now owned 
by the Government and the balance with the Freeport Sulphur Co. 
I think the plant is safe for maybe 10 years. But this is a large 
development and it ought to have a safety factor beyond 10 years. 

Mr. Brooxs (presiding). You, of course, are contemplating the 
possibility of getting an assignable option from Bethlehem as well 
as purchase? 

Mr. Fiorre. That is what we would like to get. We haven’t 
been able to get it yet. That would be the most desirable thing. 

Mr. Brooks (presiding). Do the other committee members have 
any questions of Mr. Floete while he is here now? 

Mrs. Dwyer. I would like to ask a question, Mr. Chairman. 

Mr. Brooks (presiding). Mrs. Dwyer. 

Mrs. Dwyrr. Did I understand you to testify that Bethlehem 
could supply enough ore to operate the plant at a fair profit if the 
Government cannot come to terms with Freeport? 

Mr. Fiortr. Well, you see, at our expanded rate of production 
of 50 million pounds a year, it takes about 2% million tons of ore. 
Bethlehem, without question, has got 30 million tons of ore. It is 
possible it may be as high as 60 million tons. We have 35. So 
between us and Bethlehem we would have enough ore to operate the 
plant for a long time, and we would not need the Freeport ore. 

Mrs. Dwyer. Long enough to make a satisfactory sale of the plant 
for private industry? 

Mr. Fioretrr. Of course, the desirable thing, I ee would be to 
have all 3 under control, looking ahead 20 or 25 years, that would be 
very desirable, and I believe mining companies try to look that far 
ahead. But we would have, with those 2 ore bodies, sufficient to take 
care of us certainly for 20 years, Mrs. Dwyer. 

Mrs. Dwyzr. Since I am a new member of this committee, I would 
like to ask this question: 

I know that you said that $1.70 was too high. 

What authority do you use to make that statement? 

Mr. Fiorre. I tried to explain that I can’t answer it categorically. 
We hay e Nowak: the (50% ernment hs iS boug rht. some +5) million tons of 
ore in the vicinity, in the immediate vicinity, at a cost of about—not 
over 10 cents a ton. 

I also explained if we could make the agreement with Bethlehem, it 
would be at a cost not to exceed 60 cents a ton. 

Now, it is difficult to categorically say that $1.70 is too high, except 
we have those two factors that seem to prove that it is too high. 

Mrs. Dwyer. The same type of ore, sir? 

Mr. Frorete. Well, there is a variation in the percentage of nickel 
contained, but I don’t think sufficient difference to make that differ- 
ence in cost, Mrs. Dwyer. 

Mrs. Dwyer. Thank you, sir. 

That will be all, Mr. Chairman. 

Mr. Brooks (presiding). Thank you, Mrs. Dwyer. 

Any further questions? 

Mr. Floete, we want to thank you very much. 
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As the next witness we would like to call Mr. Beynon. 
Mr. Beynon, would you please raise your right hand? 
Do you swear the testimony you are about to give before this 


subcommittee will be the truth, the whole truth, and nothing but the 
truth, so help you God? 


Mr. Beynon. I do. 

Mr. Brooks (presiding). Be seated, sir. 

We are happy to have you with us this morning; and, before we get 
into some of the specific problems that have confronted you in regard 
to the Nicaro plant, I think it would be helpful if we had the benefit 
of some background on your own life. 

I understand you are from Nebraska, came here in 1956, at Mr. 
Floete’s request, and we would be pleased for you to brie fly discuss 
your business background; and I understand that you have been a 
good and reputable Republican, to set my friend, Mr. May, at ease. 


TESTIMONY OF IRA D. BEYNON, SPECIAL ASSISTANT TO THE 
ADMINISTRATOR OF THE GENERAL SERVICES ADMINISTRATION 
FOR NICARO OPERATIONS 


Mr. Beynon. Mr. Chairman, Nebraska has been my home. My 
family were farmers, and I was raised on a farm, and we still have the 
farm in my family where I was born, and ever since I have been old 
enough to husk corn, [ have been connected with the farming business, 

I am a graduate of the University of Nebraska Law School, and I 
practiced law for many years in Nebraska. 

During the last 10 years my legal business took me into various 
business ventures. I have been in the construction business and the 
manufacturing business. 

I am president of the Lincoln Federal Savings and Loan Association, 
and I am also president of a utility in Indiana. 

I am a Republican. 

I hope that won’t be used against me by this committee. 

Mr. Brooks (presiding). No; of course it won’t. We like Repub- 
licans, too. 

Mr. Beynon. I have been a county chairman. I have been a 
Republican national committeeman from our State. 

I have taken an active interest in politics. [I am sure that my 
coming here to Washington and my political activities had no con- 
nection. I can say that I have said many times that the way to be a 
good Republican and good Eisenhower representative is to do a good 
job, and that is what I have been trying to do. 

Mr. Floete asked me to come to W ashington for a few weeks’ work 
when he came in as Administrator, and I fully intended to stay just 
for a few weeks, and one night, in leaving the building late, about 
8 o’clock, he said, ‘“‘You could make me the happiest man in Wash- 
ington if you would take on this Nicaro thing.” So I became inter- 
ested in it, and, of course, I have had my ups and downs. 

It is tough to run a business in the Government, and I don’t think 
anyone is to blame for that, but our republican form of government was 
never devised to run a nickel business in Cuba. 

The Congress has laid down certain rules and regulations which 
have resulted in a widespread division of authority, “and here I am 
every day working on this Nicaro project and still, when certain 
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matters of policy and decision have to be made, we have to consult 
other agencies that have many other things to do and aren’t as familiar 
with the project as we are ourselves and don’t see the problems as 
we see them. 

Now, I think Mr. Floete has covered some of our accomplishments: 
down there, and right here, as I start my testimony, I want to say 
this: I couldn’t accomplish what we have done in the last 2 years in 
the way of management of the business if it weren’t for the wonderful 
staff which I have. It is a small staff, but they are devoted to their 
work, they are honest, industrious, and hard working, and I want to 
say that any business would be proud of the people who are working 
with me on this Nicaro project, and I want to mention the names of a 
few: 

Mr. James Pinkley, who has devoted years of his life to this business 
and who I have found to be honest and sincere; 

Mr. Dillard Harrison, Mr. Bill Katon, Mr. Griffin. 

In our New York office we have Mr. Slaughter, and in Nicaro, 
Mr. Linderholm, and Mr. Harris. 

These men are high-type men, and they are thoroughly honest and 
trying to do a good job for the Government. 

Mr. Brooxs. You are very generous in recognizing the capability 
of your own assistants, and I think most of us have that fee ling. 

I understand that you were brought in, as you said, to make some 
improvements in the Nicaro operation, and I was wondering if you 
might briefly state some of the undesirable practic es you discovered 
when you came in and cisely what you tried to do about them. 

Mr. Beynon. Well, I think that maybe the most important con- 
tribution that I gave was a little encouragement to these people that 
were somewhat licked out, because there had been investigations, and 
charges, and countercharges, and really, I believe they had come to a 
place where they didn’t know which way to turn. 

I think the fact that for awhile there, because of all of these hearing 
and, as a matter of fact, the investigations that were going on fk f 
lot of time, the fact that I told them, “Let’s go ahead and do a job 
here and do the best we can, come what may, and we are going to make 
mistakes, and the people that don’t make edatakos are the people 
that don’t do anything.” 

One thing we have done, the operators down there, when they want 
a decision, I try to get it to them right back almost the same day that 
they ask us for it. I have been down there man y times at the plant, 
during the construction work. I tried to pep things up a little bit 
down there. We have tried to compromise where it was important 
and at the same time we have tried to help our housekeeping down 
there, and put the plant in good shape. 

We have done considerable to create a fine spirit among the people 
that work there. We issued a little badge to the Cuban workers, and 
we have got the United States of America on there in Cuban, and 
every one of the men who works there 6 months is entitled to have 
one, and those Cubans wear that with pride. 

While I am passing my compliments around there, I might say one 
thing: 

The Cuban people who work in that plant are outstanding skillful 
workers. I know that some members of the committee have been 
down there, and they have observed the tremendous intricate plant 
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with electrical wiring and all kinds of pipes, and all of that work has 
been done by Cuban people, and I think it would be a revelation to a 
lot of American people if they could see that plant and know that the 
fine work in building that plant and in operating that very intricate 
plant is almost entirely carried on by Cubans. 

Mr. Brooks. Along with your difficulties in working with opposi- 
tion, at times have you found your own personal part of this job a 
challenging one? 

Mr. Beynon. Well I have. I think it is what has kept me going 
here. When I came here first, I realized that the Government ought 
to get out of this business. The thing that has made our country 
great is private enterprise, and there was no good reason why the 
Government, having proven that this plant could be operated success- 
fully, why private industry should not carry it on. 

I have been working to that end. Now we have had our ups and 
downs and it is a frustrating experience to work in Government for 
someone from the outside, and I have had considerable opposition in 
a lot of these things. I have even had people out in Nebraska investi- 
gating me, and I have been greatly disturbed over that, because, if 
people try to cut you down in ways of that kind, there is no limit to 
the mischief they can do to a man’s character and reputation which, 
of course, is important to the individual. 

Mr. Brooks. Well, I would like to comment briefly on this inves- 
tigation that you mentioned, 

The first knowledge that this subcommittee had of the investigation 
was when you told the committee counsel, Mr. Townsley, about it. 

Briefly, what we were able to determine was that apparently the 
Freeport Sulphur Co. had authorized Mr. Bergson, their Washington 
attorney, to have an investigation made of you. 

And, as I understand it, Freeport at the time was attempting to 
negotiate with you on the subject of ore royalties and was finding you 
rather difficult to deal with and apparently then, it was in order to 
better understand you, so they said, that they had to investigate you. 

Now Mr. Bergson apparently contacted a Mr. Carmine Bellino 
who is the chief investigator of the Labor Rackets Committee of the 
Senate, who, in turn hired a Mr. J. S. Egan to make the actual inves- 
tigation. Mr. Egan claimed that he did not know the identity of his 
ultimate client. 

We found out that Mr. Bellino had acted as an intermediary, after 
which I had several conversations with him. 

Finally, Freeport’s attorney, Mr. Bergson, got a copy of the investi- 
gative report and got permission to furnish a copy of it to the sub- 
committee. 

While the report offers no scandalous reading—it is not going to sell 
very well on the streets, | am afraid, Mr. Beynon—I thought we might 
pursue this investigation topic for a couple of minutes. 

If you would tell us how this investigation first came to your 
knowledge, I would appreciate it. 

Mr. Beynon. Well, I happened to be out in Lincoln, Nebr., and 
the mayor of the city called me up. He said the chief of police and 
the head of the security department of the city had just called him 
out of a meeting and were with a stranger, an FBI man, to investigate 
me. Well, I knew Chief Carroll, and I knew the other gentlemen, but 
I said who is the stranger? 
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He said he did not know his name, but he was with the FBI. He 
showed him his card. They wanted to know where I got my money, 
and Mr. Martin said: 

I told them that I did not know where you got your money, but I knew that 
you never spent any of it. 

Mr. Brooks. That is one way to keep it after you once get it. 

Mr. Beynon. Shortly after that, Major General Henniger, who is 
the adjutant general of the State, called me and said that Chief 
Carroll had been there and a gentleman from out of town, from 
Washington, and I asked him if he was the FBI man and he said “‘No,”’ 
but he was working for the Civil Service Commission of Washington 
and he said he had a card and showed him that he was. 

Well, of course, at the time I knew that if you take a Government 
job you have to be investigated, but that did not bother me because 
{ thought that they would ‘get a fair slant of my reputation out there 
which I was not afraid of but when I got back I got a letter from an 
attorney in Kearney, Mr. Barlow Nye, who, incidentally, is a promi- 
nent Democrat in the State of Nebraska and a ver vy ood and close 
friend of mine. 

As a matter of fact, when I had been appcinted counsel for the 
banking de partment as a young man, and Charlie Bryan, the Great 
Commoner’s brother, was elected Governor and was turning out the 
Republicans and putting in the Democrats, I went out to Kearney 
and told Mr. Nye that my job was going to be vacant and he ought 
to apply for it, and then I gave him a ride down to Lincoln to apply 
for my job which he got. 

Well, Mr. Nye wrote me that the sheriff had come to see him with 
an investigator from Washington. Mr. Nye said: 

I was not going to give him any information, any more than I had to, without 
knowing who he represented, and he would not tell me who he represented. 


He said later the sheriff came back and said: 


He confided in me; he said, “I am representing Mr. Beynon’s wife’s family,’’ 
and he said his mother-in-law passed away a short time ago and the family want 
to know what Mr. Beynon did with her money. 

Well, it was hard for me to believe that that was true because my 
mother-in-law had been a widow for many years and been a school- 
teacher and had lived with her daughters, and they were all close and 
friendly, and Mrs. Beynon and I paid for her last illness. 

Mr. Brooks. Now, Mr. Beynon, did you have any idea as to the 
reason why some private investigation was being made of you? 

Mr. Brynon. No, sir. 

Mr. Brooks. Did you have any idea as to the identity of the 
investigators’ client? 

Mr. Beynon. No, sir. 

Mr. Brooks. And yesterday we were able to show you a copy of 
the investigator’s report that was furnished by the Freeport Sulphur 
Co. and after locking over the report you stated that you had no 
objection to any comments being made on the report’s contents, and 
at this time I would like to read a few of those excerpts, not only to 
bring them to the attention of the committee, but in order that people 
might know that the report did not reflect anything but good about 
a long and active life as a lawyer and reputable citizen. 
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The report, members of the committee, is here. You are welcome 
to look at it. I want to read a couple of excerpts from it. It shows 
that a great number of people were interviewed and quite a few public 
records examined, particularly police records. I think the first 
sentence of the report unfortunately set its tone: 

This informant said that the above had a good character, never heard of him 
being in trouble of any kind. The same informant says, ‘‘He was advised that 
there had been some question about the previous handling of the nickel deals in 
Cuba and Beynon was brought back to clean it up.” 

There are a series of informants from Lincoln, Nebr., where Mr. 
Beynon lived for many years. 

It says: 

This informant advised that Beynon’s record was good, he had never been in 
trouble. The record showed one traffic violation in all. 

The report states: 

This informant has known Beynon for a great many years, but knows nothing 
nor has he ever heard anything derogatory about him. He stated that he and 
most other lawyers who know Beynon, if they see him coming down the street 
and had an opportunity would cross to the other side of the street rather than 
stop and talk with him. 

Mr. Beynon, if you were that unpopular with the lawyers in Lincoln, 
you were fortunate to be elected president of the bar association. 
What year were you elected? 

Mr. Beynon. 1951. 

Mr. Brooks. The report goes on: 

He further advised that at one time one of the lawyers in Lincoln was selected 
to collect from all other attorneys there for the community chest. This particuler 
lawyer -called on Beynon and was kept coming back several times, and finally 
Beynon gave him a check for $25. The lawyer took the check and tore it up and 
gave it back to Beynon and left the office. 

Would you say that was an accurate statement? 

Mr. Beynon. If anybody tore any of my checks, it was when they 
were grabbing to get them. I never made a $25 contribution to the 
chamber of commerce or I mean— 

Mr. Brooks. The community chest. 

Mr. Beynon. My office makes contributions there but I contribute 
in—well, I contribute here in Washington; I contribute in Lincoln. 
I contribute in six towns in Indiana, and I think my contributions will 
hold up with most of them. I do not squander my money, and I 
don’t merely admit I am frugal, I claim it, if that is what the charges 
are against me. 

Mr. Brooks. Here is another informant who has never heard 
anything against Mr. Beynon’s character. There is another one in 
this report that does not like Beynon but has never known him to be 
in trouble of any kind and also states Beynon does not drink or smoke. 
Now here is an allegation in the report that Beynon had a partner by 
the name of Green: amyre whom Beynon kicked out. Freeport’s 
investigator tried to locate this man in order to interview him but 
could not find him but the investigator was not too disturbed in his 
report since he found out that the man had been mentally disturbed. 

Mr. Beynon, you might comment on this, which we do not know 
anything about other than what is in this report. 

Mr. Beynon. Well, | practiced law in Lincoln by myself. My 
practice got so heavy I took in 2 people as partners, full partners, 
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Mr. Greenamyre was 1 of them, a splendid man and a fine lawyer. 
Unfortunately he had a stroke and Mr. Hecht in my office at that time 
was carrying the load and I think I had been here in Washington. 

For over a year he drew the full share from the firm, even though he 
could not work at all. Then when he came back to try to work, he had 
difficulty remembering things. My partner came to me one time, my 
junior partner, and said he could not sleep at nights, that Mr. Green- 
amyre was making mistakes and would cause heavy losses to some of 
our clients if it continued, and that either he had to get out, or Mr. 
Greenamyre. I told him to talk it over and see what he could work 
out with Mr. Greenamyre and his family, and in the matter of a few 
months, it was decided that Mr. Greenamyre should withdraw from 
the firm. 

At that time the firm had paid him many thousands of dollars 
during the period that he had not worked, and it is just one of those 
things that happen in life. I do not know what else could be done, but 
he could not practice law in our firm in the condition that he was in. 

Mr. Brooks. The report states: 

This informant further stated Beynon had made his money, not from law, but 
from trading in real estate and farming and at one time owned hamburger stands, 
one he knew of in Sterling, Colo.; that Beynon bought an apartment house in 
Lincoln in the 1930’s and traded it for a farm in Iowa. Then in 1930 he bought 
farmland in Hayes County, Nebr., at from $2 to $5 an acre, which was a steal, 
and on this land in 1 year raised 35 ,000 bushels of wheat which was selling for 
$2 or more a bushel. He turned this wheat into the Commodity Credit Corpora- 
tion and received a loan on it of $90,000. 

Now, Mr. Beynon, were you really, in fact, this good a wheat 
farmer? 

Mr. Brynon. Well, I think maybe since people seem to be inter- 
ested in my background and I know that the Government has a right 
to be, I ought to say all of it is partly true and none of it is actually 
true. 

As a young man when I started practicing law, my Army cook 
came to me—who was in my company—and said he would like to 
start a little business and would like to buy a little restaurant and 
did not have enough money, 

Out of my meager earnings as a lawyer, I did help him, and we 
did own a little restaurant which you might call a hamburger stand. 
And after it was paid for and I think maybe there was a little profit 
to it, too, for both of us, he took over the full operation, so that is 
what makes me a hamburger king. 

Now, on the land, [ do own some land and I operate it myself. 
Over the weekend I was out there—I fed cattle. I have some wheat- 
land out in Nebraska. I can tell you this: You cannot buy Nebraska 
land for $2 an acre and I never have, and I wish I could, but most of 
my land has cost me several hundred an acre, or much of it has; [ 
won’t say much of it, some of it has. 

But I amafarmer. I was raised on a farm and there never has been 
a time since I can remember, that I have not been farming. 

Mr. Brooks. Now the Freeport investigator reports that: 

This informant is treasurer of the Presbyterian Church of which Beynon is a 
member, and stated he nor anyone else could get a pledge from Beynon in any 


amount but toward the end of the year Beynon makes a contribution but he 
would not tell me the amount. 
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Mr. Beynon, this indicates a certain amount of frugality on your 


part as you’ve previously pointed out. 


Mr. Beynon. I suppose we always think that the other fellow is not 
carrying his load. I have always felt that I have. I am here in 
Washington and I think they send around contribution slips. They 
do not reach me here in Washington, so that is probably the reason 
I have not signed one of those, but my office pays and there has never 
been a year that they have not received a contribution, and not only 
that, just before I got here, they wanted to organize a new little church, 


and they couldn’t finance it, and I took it on myself and paid all of 


the expenses, and put on a drive, and I raised all of the money that 
was raised, to finance that church, and I was one of the large contrib- 
uutors myself. I gave a thousand dollars to it. 

Now, those things don’t get in the press, and I don’t like to brag 

f eople at home about my contributions. 

Mr. Brooks (presiding). There is another statement about what 
a good farmer you are. Some informant said you could buy a farm 
for $10 an acre, and next year get more than $10 an acre in wheat. 

There is another informant that says—— 

Mr. Beynon. Those are the city farmers. 

Mr. Brooks. Well, there is another informant who has never heard 
a word against Mr. Beynon’s character, and here is one who thinks 
Beynon is a businessman whose character is above reproach and says 
“Beynon has been fair in all his business dealings,” and states “Beynon 
is probably worth over a million dollars.” 

I hope that is true. 

Mr. Beynon. That is another exaggeration. 

Mr. Brooks. The report states: 

This informant has known Beynon for a number of years, and stated his 
character is above reproach, he is a successful lawyer and businessman and that 
some people in Lincoln don’t like him, he feels, because he is so successful. 

Freeport’s investigator did not spend a lot of time with the in- 
formants who had favorable statements to make about Mr. Beynon. 
A good example is informant 10: 


This informant has known Beynon for several years and never known him to 
"be in trouble. 


Then the report goes on to informant 11: 


This informant checked the arrest records of Nebraska and found no record 
-of any kind. 

Here is an informant who went to law school with Mr. Beynon. 
He was the only informant who had visited Beynon’s home, where he 
‘had been on numerous occasions. 

That informant said his homelife is excellent, that he has a son in 
‘an engineering school, 1 daughter in college, and 1 married to a 
dentist in Colorado, and he states that Mr. Beynon’s wife is “a very 
high-type lady.” 

Now, informant 14 found Mr. Beynon connected with an unlawful 
act. It says: 

Donald Williams, a brother-in-law of Beynon, was arrested for unlawfully 
shooting a gamebird on a public highway. On September 10, 1952, Williams pled 


not guilty. On October 31 he was tried, found guilty, fined $25, and a valuable 
shotgun confiscated. 


26302—38——8 
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Finally Beynon bypassed this informant and had his deputy take the case to 
court on January 30, 1953, while this informant was out of the city, and at the 
time of the hearing he had paid the $20 fine, but he had received back the $25 
damages and the gun was returned to him. 

Mr. Beynon. Well, that is about like the rest of them. 

Mr. Brooks. I don’t want to consider you guilty by association 
because your brother-in-law shot a bird. 

Mr. Beynon. Actually, it was my son-in law who was then a student 
in dental college. 

Mr. Brooks. That is the one your daughter is married to who now 
lives in Denver? 

Mr. Beynon. Yes. 

Mr. Brooks. Here is an informant who says Beynon was defeated 
in a primary for Congress. Then the Freeport investigator headed 
for the public library where he found that neither Mr. Beynon nor 
his opponent said anything bad about each other. 

Here the investigator says while he was in Lincoln a review was 
made of all police records, city, State, and county, and nothing was 
found regarding arrest records on Beynon. 

Here the investigator says he made a thorough search of county 
records in Lincoln as to estates and corporations. He looked up a 
will of a sister of Mr. Beynon, who died in 1931, and sets forth in the 
report how much Mr. Beynon inherited. He also examined how 
much Mr. Beynon inherited from his mother, who died in 1943. The 
report states, Mr. Beynon, you were administrator of both of these 
estates. ; 

The report might indicate that you benefited from being admin- 
istrator by receiving legal fees. I wondered if that was the case, as 
administrator of either your sister’s or mother’s estate. 

Mr. Beynon. No, I got no fees whatsoever. I did take the same 
share as the rest of the family, but in handling the ‘probate of the 
estate of my mother and my sister, I received no fees whatsoever. 

Mr. Brooks. The report goes on to show that records disclose that 
Mr. Beynon had various corporate associations. Page 6, the investi- 

ator states he and the informant drove by and viewed Mr. Beynon’s 
ome in Lincoln, Nebr., and the informant appraised it as being 
worth between $12,000 and $15,000. 

At this point, the investigator apparently moved on to Kearney, 
Nebr. His first informant in Kearney advised him that there was no 
arrest record in the sheriff’s office on Mr. Beynon. The investigator, 
however, did get a tip that in 1926, 32 years ago, Mr. Beynon had a 
part in putting on a public auto race at which one of the autos jumped 
the track, killing a child and injuring others. 

After this tip, the investigator went on to see his next informant, a 
retired police officer who had a hazy memory as to this 1926 accident. 

Another informant told him to check with the Johnson Funeral 
Home to get more information about the accidental death. The 
investigator did check with the funeral home, but was unable to locate 
any record. 

Then the investigator went to the newspaper morgue at Kearney 
and found a July 1, 1926, paper which reported on the auto races, and a 
July 5, 1926, paper which reported on the accident. 

Then the investigator checked the clerk’s office in the district court 
to see if any suit had been filed on the accident. 
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After this, the investigator tried to track down various residents of 
Kearney who remembered Beynon and remembered the accident. 

Mr. Beynon, you might want to comment on these automobile races 

and the accident. Almost a third of this report is devoted to linking 
vou with an accident which occurred in 1926. Although I don’t see 
any particular significance, even if you had promoted it by yourself, 
you might, nevertheless, like to explain the circumstances. 
" Mr. Beynon. Well, Kearney is a county-seat town of about 12,000 
and the merchants put on a Fourth of July celebration to draw the 
people in from the communities, and I and Mr. Congleton, who also is 
mentioned in the report, were chairmen of the committee that put on 
the auto races for the chamber of commerce, and it is a fact that, 
unfortunately, one of the racing cars jumped the track, and there were 
some people hurt and killed. I know that I contributed toward the 
damages, and others did, too. It was very unfortunate, and I will say 
this, that is the last auto races that I have put on for anybody. 

Mr. Brooks. Now, the investigator, being in Omaha, Nebr., makes 
this statement, which concludes his report: 

The arrest records at the Omaha police station were checked. No record found 
on Beynon. 

I would like to say at this point I feel it is a disgraceful, ethically 
reprehensible thing for a big, national firm to send detectives snoop- 
ing into the personal life of # Government official with whom they 
must deal in business. 

I am a Democrat, and Mr. Beynon is a life-long Republican, a 
former national committeeman, but I happen to believe that he is a 
good public servant, @ man who is here at personal sacrifice, neglect- 
ing his remunerative business interests back in Nebraska, to try to 
get a dollar’s worth of value at Nicaro for the taxpayer’s dollar. 

It is shocking to think that Mr. Beynon’s insistence on a fair deal 
for the Government would prompt.a private firm to put detectives on 
his trail in an apparent effort to dig up some negotiable dirt on him. 
This doesn’t sound like decent, ethical business practice to me. 

There’s scant reassurance knowing that the detective’s deep dig- 
ging into Mr. Beynon’s private life in his Nebraska hometown didn’t 
hit paydirt—that the worst thing he apparently had done in his 61 
years was to commit a traffic violation. 

Freeport officials have explained that their secret prying was 
made to better understand Mr. Beynon, that they just wanted some 
background information. What I would like to know is: What 
would Freeport have done with their detective’s report if it had 
turned up something unsavory about Mr. Beynon? The questions 
their detective asked were not the type to determine, eliieaion 
whether a man was a regular churchgoer. An examination of that 
detective’s dossier to Freeport Sulphur demonstrates that the detec- 
tive’s questions were slanted at something more than a mere popu- 
larity poll. 

Does Freeport Sulphur think a Government official must have a 
private-life clearance from their firm before he is permitted to trans- 
act Government business with them? The FBI, presumably, has all 
the authority necessary to investigate and ascertain whether a man’s 
past fits him to hold a Federal position. I don’t think the FBI needs 
any assistance from private detectives in the hire of Freeport Sulphur 
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or any other private firm in order to determine whether or not any 
Government official is the right type to fill his post. 

This invasion of the sanctity of Mr. Beynon’s private life is a dis- 
gusting thing, and the businessmen who authorized it might well 
examine their consciences in the light of their qualifications to throw 
the first stone. 

Now, Mr. Beynon, do you feel that that investigation was an 
invasion of your own right of privacy? 

Mr. Beynon. I do. I want. to thank the committee for the 
statement. 

Mr. FLoretr. Mr. Chairman, could I interject, as a character 
witness for Mr. Beynon? 

Mr. Brooks. Well, Mr. Floete, we will be pleased to recognize you. 

Mr. Fioere. Well, I would like to—— 

Mr. Brooks. I feel very keenly about this invasion. 

Mr. Fioere. | feel very deeply, also. I would like to explain my 
acquaintance with Beynon, and why he is here. 

I lived in Lincoln, Nebr., during the depression, and | was as- 
sociated with a company that was in financial difficulties. We 
reorganized the company under section 77 (b) of the Bankruptcy Act. 
Beynon became interested in the stockholders of the company, who 
were, certainly, way down the totem pole in the very intricate financial 
structure of this particular company. He had a very tough job, 
because there were very large claims that were way ahead of the 
stockholders. He fought a very tough, hard battle, and he succeeded 
in his efforts. 

He and I were opposed in most of those cases. We had a different 
point of view, and we actually fought about it. 

I recognized that he was a man who defended what he thought was 
right, and he thought that these stockholders were entitled to better 
recognition than they were getting. So, when I came down here to 
the Department of Defense, I thought of whom I could get to come 
and help me in the Real Property Division over there, and I thought 
of Beynon, and I called him up and asked him if he would come down, 
and he finally did, and he did an outstanding job. 

Then he had to return to his private business, and I switched over 
to GSA and again | thought about Beynon, because I knew he was 
a public servant who would give all of his efforts to serve the good 
of the taxpayer and of the United States. I asked him again to come 
down. 

Now, he and I, we still fight. As recently as last night, we had 
a very outspoken discussion. We don’t just agree. He is no yes- 
man, but I know that what he does is honest and thorough, and that 
he is constantly looking out for the interests of the United States. 

That is the kind of man that I want, and I am glad that he is here. 

Mr. Brooks. Thank you, Mr. Floete. 

Mr. WixuiaMs. May I make a statement? In view of the state- 
ments you have just made about me—— 

Mr. Brooks. Mr. Williams—— 

Mr. Moss. Mr. Chairman. 

Mr. Brooks. Mr. Moss. 

Mr. Moss. It is not customary to have the audience inject them- 
selves. It seems perfectly clear to me that the purpose of the in- 
vestigation was not to get to know Mr. Beynon better but, hopefully, 
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to get something which would serve as leverage for intimidation or a 
little fancy blackmail. I think it is a shocking thing. 

Now, the testimony indicates that, once, the investigator identified 
himself as representing the Federal Bureau of Investigation, and on 
another occasion as an investigator for the Civil Service Commission. 

I think this is very important. I think the committee should ask 
the Department of Justice to investigate and determine whether or 
not misrepresentations were made, and, if they were, appropriate 
action be taken to bring the investigator to trial. 

I don’t think this committee can ever condone this sort of prying 
into the private lives of responsible civil servants of the Government 
by self-serving private interests. 

I certainly will urge that by formal action we refer this matter to 
the Department of Justice and ask that those determinations of fact 
be made. 

Mr. Brooks. I think that the committee can decide at a later 
date which parts of the transcript should be referred to the Attorney 
General for any action he deems appropriate. 

And in reply to your inquiry as to making a statement, Mr. 
Williams, I want the subcommittee to know, and the parties concerned, 
that you are scheduled to testify and we will give you adequate time 
to present whatever statement you wish in connection with either 
this investigation of Mr. Beynon or the major aspects of this hearing, 
the problems that we are primarily concerned with. 

Mr. Wiu1aMs. On this point, sir, you have made some very strong 
charges about my conduct, and I can say what I have to say in about 
3 minutes. 

If you will permit me, I would appreciate it very much if you would, 
because you put me in a very false light, sir. 

I told-—— 

Mr. Brooks. Pardon me, sir. 

Mr. WitutaMs. I told Mr. Beynon I was investigating —— 

Mr. Brooks. Mr. Williams, pardon me, sir, but we will be very 
pleased to hear you in the regular order, at which time you can make 


whatever statements you feel appropriate and with adequate time to 
to make them. 


We won’t restrict you to 3 minutes. 

Mr. WitiiaMs. You will give me that opportunity, sir? 

Mr. Brooks. Of course we will. That is why you were invited 
down here, to testify on the ore proposition and whatever problems 
and matters which were of interest to this subcommittee. 

We will be very pleased to hear you. 

At this time we will continue with Mr. Beynon. 

Mr. Beynon. I wanted to say this: 

One thing that was objectionable about this was that this investi- 
gator went out there, in one instance, with the chief of police, and in 
another instance with the sheriff. When a stranger goes into your 
hometown to investigate you, and is accompanied by local law officers 
there is an implication, especially if you have gone to Washington. A 
lot of people wonder why you have gone there and what you have done. 

I am satisfied that the chief of police talked to some lawyers who 
have police practice, and there is nothing derogatory about them, but 
my business isn’t in the police courts. If anyone wanted to investigate 
me, he didn’t have to leave Washington. Mr. Lee Rankin, who is 
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Solicitor General, could be consulted. I practiced in the same town 
with him for years. We have battled in court against each other and 
with each other. 

Mr. Perry Morton, Assistant Attorney General, was another lawyer 
in Lincoln that knows me well. 

Mr. Clarence Davis, until recently Under Secretary of Interior, was 
a lawyer from Lincoln, and I have had many legal matters with him. 

Now, there are three prominent people who are lawyers in Lincoln, 
and they could ask them, and I Gaven't talked to them for many 
months, but if this committee wants to make an impartial investigation 
or if any Government agency does, I would like to have them do it. 
But when someone goes out to dig up just the dirt and the scum, it 
isn’t a very pleasant thing, because you don’t know what they are 
going to get hold of that they can construe in a wrong light. 

But my life is an open record, and one of the things—if they want 
something about my life, they can go to the gentleman that I ran 
against for Congress, Phil Weaver, who I ran against, and who is 
the son of a distinguished governor, and who is a fine Member of this 
House, or any other Member from Nebraska, both the Senate and 
the House. I believe they all know me well, and I will say this: 

A few years ago when Senator Dwight Griswold passed away, his 
widow asked me to accompany the remains to Nebraska, and I paid 
my last respects to a friend, lifelong friend, and I was one of the 
pallbearers selected, and it isn’t pleasant to have people at the close 
of a lifetime try to tear you down, and to take you to pieces, when 
you are trying to do a job that you think is right. 

Mr. Brooks. Well, Mr. Beynon, I understand that it is a trying 
experience to have people asking your intimates and friends and 
neighbors and just acquaintances anything they know about you that 
might be derogatory, but I want you to know that this subcommittee 
does not make any such study of individuals and that the appropriate 
arms of the United States Government, the FBI and the Civil 
Service Commission, make that type of study, not this subcommittee. 

Mr. Beynon. Well, I want to express my thanks to this committee, 
and I think you have rendered a service, because I believe that people 
who come here and try to do a job, the Government should protect 
them. I think they are entitled to have some protection. 

Mr. Brooks. We quite agree that the right of every individual 
who works for the Government is to do his job well without regard 
for personal interests of other people, and now, members of the sub- 
committee—Mr. Ed May has pointed out we have some important 
business on the floor of the House. It is very likely that we will 
have a quorum call prior to debate on the education bill. 

I would hope that we could recess now to reconvene at 1:30, which 
would give the members an opportunity to check in on that vote and 
give the other parties time to have lunch. 

We will reconvene at 1:30. 

(Whereupon, at 12:10 p. m., the subcommittee recessed to reconvene 
at 1:30 p. m. of the same day.) 


AFTERNOON SESSION 


Mr. Brooks. Ladies and gentlemen, the subcommittee now will 
reconvene and we will continue with Mr. Beynon. For the benefit 
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of those present, we anticipate Mr. Beynon continuing this afternoon, 
and then hearing Mr. McGann and Mr. Gardner, if at all possible, 
and conclude with them. We’ll continue tomorrow and conclude by 
noon. > 

Mr. Beynon, when you came to GSA in 1956, one of your first 
efforts was to try to get ‘Freeport Sulphur to try to reduce the generous 
royalties it was receiving from the Government in connection with 
the Nicaro Nickel plant. I have here a copy of a letter dated July 
27, 1956, to Mr. Langbourne Williams, president of Freeport Sulphur 
Co., which you wrote. 

I would like to read this letter into the record. It is dated July 
27, 1956. 


Dear Mr. Wituiams: Your letter of June 29 has remained unanswered as we 
fully hoped to have our material at hand so as to suggest a meeting date. How- 
ever, we still have some small amount of data to gather. 

You question the advisability of the Government extending the present rail- 
road to serve its properties. We are not anxious to do this but are compelled to 
do it largely because of the exorbitant prices which the Government now pays 
for ore. If we could agree on a reasonable price, we could continue to mine ycur 
ore exclusively; if not, I fear we will be forced to exercise our privilege to cancel the 
agreement; or at least, to limit our use of your ore to one-third of the present 
plant capacity as specified in the contract. As you know, there are extensive 
ore deposits in the vicinity. 

You express the view that there is no connection between what you paid for 
ores and the price you are now receiving. That may be true in private deals, 
but it is fundamental in dealing with the Government that you cannot expect 
to have windfalls. 

It seems that the views you have expressed are somewhat inconsistent. You 
speak of the value of your processes now being used by the Government and at 
the same time complain that you are not being paid for the iron and cobalt which 
is not recovered; it would appear that if the process were of the value indicated, 
it should provide for the recovery of these other metals as well as enable us to 
recover more than the 75 percent of the nickel we now recover. 

It is my understanding that the process in use is fundamentally the old Dutch 
process on which patents have long expired, that at most you may have developed 
some refinements’and we in turn have made further refinements. I believe that 
when we have our meeting, we will be able to demonstrate to you that you should 
expect little by reason of your processes. 

Mr. Williams, in view of the liberal treatment which the Government has 
extended to your corporation, I am hoping that we can sit down together and 
arrive at some fair terms. As I understand it, your original investment in these 
ores amounted to about $700,000 and that the Government thereupon advanced 
$1,100,000 to your corporation as well as building a plant at the cost of over 
$40 million which gave value to your ore deposits; and that, at approximately 
the same time, the Government spent $210,000 in connection with your pilot 
plant in Texas to develop the processes for which you now claim the Government 
should pay you. We also point out that more recently the Government expended 
$6 million on a pilot plant to test your processes for extraction of ore at Moa Bay. 

You speak of the value of these ores, I believe the market on this ore has been 
fixed by our recent purchases at such mines as Romona and others in the imme- 
diate vicinity. Certainly, it would seem inconsistent that we should pay you 
such an inordinately larger amount than we pay others. 

There are but a few of the matters that bear on the subject. We hope to have 
the opportunity for a fuller discussion at our next meeting. 

Sincerely yours, 
Ira D. BEYNon, 
Special Assistant to the Administrator (Nicaro Project). 


Now, I wondered, Mr. Beynon, if you could give us your reasons 
for thinking that the royalty was exorbitant as indicated in this letter. 
Do you need the letter to refresh your memory? 
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FURTHER TESTIMONY OF IRA D. BEYNON, SPECIAL ASSISTANT 
TO THE ADMINISTRATOR OF THE GENERAL SERVICES ADMINIS- 
TRATION FOR NICARO OPERATIONS 


Mr. Beynon. No, I think not. There are a great many reasons. 
why it seemed to me that we were paying too much for this ore. One, 
of course, is mentioned in the letter. We were paying them roughly 
$1.70 a ton for ore while in the very vicinity we had been buying ore 
all of the way from 6 to 10 and 12 cents a ton, and not only that, I 
have been informed that within the last few weeks, the Freeport 
Sulphur Co. has made a purchase of some ore bodies from Jones & 
Laughlin in which they paid 10 cents a ton for the ore. 

Mr. Brooks. In Cuba? 

Mr. Beynon. Yes, in Cuba. It is in the Oriente Province, not far: 
It is in the same country but it isn’t adjacent to the plant. Our plant 
is about 40 miles, I suppose, from their plant. That is one standard. 
You find what value other people have placed on the same thing. I 
realize this is a new venture. There are no other plants like it. 
There are no other ore bodies like this except in Cuba, so another 
standard that you might look at is what is the contribution of the 
Government and what is the contribution of Freeport Sulphur Co.? 

From the records that we have, it would indicate that they took 
options on these ore bodies and advanced something equivalent to 
$700,000. This they did by giving stock in Freeport, in the Freeport 
Co., that they didn’t wish to advance the balance of the payments 
necessary to get title to those ores. 

Therefore, the Government gave to Freeport Sulphur $1,100,000 to 
complete the purchase of these ore bodies, these and others. For 
that $1,100,000 the Government received preferred stock and that 
preferred stock and the interest on it has been paid by the Freeport 
Sulphur Co. out of the ore royalties which they have received from the 
Government. 

So I say in comparison to what the Government has gotten back, in 
comparison to the contribution of the Government and the contribu- 
tion of Freeport, Freeport was getting a larger share of the profit than 
they should. 

That is another reason. One other reason, and I think Mr. Gardner 
can tell you better than I can, that the usual customary ore-royalty 
payments in analogous fields aren’t anything comparable to what we 
are paying here. They are based generally on the net smelter returns. 
The opinions that I have expressed to Mr. Williams of Freeport 
Sulphur and that I express now to this committee aren’t based on my 
own experience but they are from information that I have gotten 
from people like the Bureau of Mines. 

In my letter I refer to the investigation we are making. We com- 
missioned the Bureau of Mines to make an investigation as to what 
would be a reasonable price for the Government to pay for these 
ores and they furnished us with a very comprehensive treatise on the 
subject, and their final conclusion was that 30 cents a ton would be 
an adequate and reasonable compensation for the ores that we are- 
now paying $1.70 for. 

Now I think you have got to consider this: These ores have been 
known to have existed in Cuba for a long time. Someone has indi- 
cated in some of the notes that Columbus made that he referred to- 
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some of the phenomena they witnessed there and he said no doubt 


there are iron deposits here. 

Later when General Wood was Governor of Cuba, he had a com- 
mittee of scientific people make an investigation of the possibility of 
these ores, and following that American capital went in there and 
acquired a lot of these ore deposits. So it has been known that they 
existed for a long time, but no one had the temerity to make an 
investment such as the Government has made, and consequently, it 
was this tremendous investment which the Government made that 
gave value to these ore bodies which Freeport Sulphur now owns 
and on which they want what I think is very large royalty payments. 

Mr. Brooks. After looking over some of the computations requested 
from the GSA, I can understand why you were concerned. Those 
computations show that the royalties paid Freeport from January 1, 
1952, through February of 1958 amounted to $13,694,044.70. They 
show also that if the Government took all of its ore requirements from 
Freeport until the expiration of the existing contract, which expires 
in 1968, that the total royalty payments to Freeport would amount 
to over $56 million. Included in the royalty payments from 1952 to 
1957 was an allowance to Freeport of $337,506, which was supposed 
to represent ore lost as dust before it was processed, and I wondered 
if you would explain to me this dust allowance for which a payment 
of some $337,000 was made? 

Mr. BEYNon. Well, it was my understanding that Freeport Sulphur 
negotiated a deal w ith the operators that they would receive 4 percent, 
originally 4 percent over and above the royalty they were getting for 
mining losses. 

Now that represented chunks of ore that would roll off the gondolas 
or little losses here or there and also the fact that the ore is weighed 
after it is dried and 30 percent of this ore is water and the first thing 
you have to do is dry it. 

As you dry it, there probably was a little dust that went off with 
the steam. They computed that originally to be worth 4 percent, 
and afterward some of the folks that are still on my staff took exception 
to it and that was reduced to 2% percent. 

Since then we have changed the method of mining the ore or I 
mean of measuring the ore and that has been eliminated under the 
new measurement. But under that former arrangement, I think 
Freeport received $337,506 for these estimated minor losses. 

Mr. Brooks. Now I have here a copy of a letter that is dated 
November 8, 1955, from Col. J. P. Pinkley of the GSA who is there 
beside you. This points out ore losses involved in the construction 
of the San Juan road—this letter is to the Nicaro Nickel Co. and 
reads as follows: 

It is understood and agreed that the total amount of nickel involved in the 
construction of this road is 642,574.58 pounds of nickel contained in 23,872 tons 
of ore. Of this amount, approximately 8,835 tons of ore, containing 243,492 
pounds of nickel, are still in place in fills along the road, and approximately 
15,037 tons of ore, containing 399,082 pounds of nickel, are considered to have 
been permanently lost in the construction of cuts along the road. It is agreed 
that the entire 642,574 pounds of nickel in this 23,872 tons of ore will be paid for 
according to the price of contained nickel in ore mined in accordance with the 
terms of the ore contract of July 2, 1948, between your company and RFC 
predecessor agency of GSA. It is further understood and agreed that payment 


shall be computed as of October 1, 1955, in accordance with paragraph 1 (a) of 
said ore contract. It is further understood and agreed that title to the ore in 
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place passes to GSA upon payment therefor, and that it may be removed at the 
reasonable convenience of GSA, its assignee, or any operator of Nicaro facilities 
under contract with GSA. 

I gather, Mr. Beynon, that agreement means that the Government 
can still get part of that ore but that the major part of it was per- 
manently lost and the Government went ahead and paid for it. I 
wonder if you would explain to us how this ore is permanently lost? 

Mr. Beynon. I suppose in making the cuts and fills, some ore would 
be lost. In order to give the Government the right to build the road 
which they had to have to have access to the ore, they made the 
Government pay for this ore. 

Mr. Brooks. It seems to me they are trying to get every pound 
possible out of this country, particularly when some of the losses seem 
to have been incurred in getting to the ore they are selling. 

There is also the waste rock material question which Freeport 
contends they should receive a royalty on. There are several letters, 
one from Mr. Linderholm about measurements, one to Mr. Linder- 
holm from Nickel Processing Corp. signed by Mr. White down there, 
dated March 7, discussing this general problem. 

Mr. Beynon. Some few weeks ago we changed the method of measur- 
ing the ore. Under the new method rather than weighing the ore we 
now take the contours and measure the contours. The ore previously 
had been measured and the contours taken so that from our experience, 
we knew how much ore would be in the ground on a given measure- 
ment. 

I might say that this new method was réquested by our operators 
and by us and Freeport has acquiesced to it, looking forward to the 
time when we will be mining our ore, because some of the ore may come 
from us and some from Freeport, so you couldn’t weigh it in the plant, 
so what we are doing is weighing and measuring it out on the ground. 

Now, when they got to working this new system, the rock and the 
waste matter in there, they throw to one side and deducted from the 
measurements of the contour. Freeport claims that this had been 
done previously and, therefore, they should be included in the measure- 
ment. 

Mr. Brooks. That the rock should be included in the measurement 
for which they were going to receive payment? 

Mr. Beynon. Yes. 

Mr. Brooks. The rock that was discarded as being nonusable? 

Mr. Beynon. Yes. Now they have given us a letter setting forth 
their reasons, and I forwarded that on to the operators and that is 
where it stands right at the moment. I think it is a matter that I 
hope we can adjust. 

Mr. Brooks. Do you know of any additional payment under this 
ore contract? They got payments for the dust, for building access 
roads to their ore, and now we have the waste rock controversy. 
Are there any other areas, any other fragments that we are paying for? 

Mr. Beynon. I don’t believe so. I know there have been none 
since my time. Now before that, there could have been. But these 
are the only ones that have been brought to my attention or that I 
have found in the files. 

Mr. Brooks. After your letter of July 27, 1956, to Freeport, would 
you describe your negotiations for a reduced royalty? 
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Mr. Beynon. Yes; we had a meeting. Mr. Williams was there, 
and Mr. Coligan, Mr. Neaman, Mr. Bergson, my staff, Mr. Pinkley, 
Mr. Fredell, and I believe Mr. Gardner was there from the Bureau of 
Mines, and we discussed the thing backward and forward, our side 
setting up the best we could that we were paying too much and they 
insisting that we could do no better elsewhere. 

Finally Mr. Williams asked for a little recess and he came back and 
he said that he had sent a telegram to the Administrator saying that 
if the plant was disposed of, that they would be one of the contenders 
for the plant and that he could see no reason why he should make this 
plant more attractive to competitors, that he definitely, their firm, 
was interested in the plant and he could see no further point in nego- 
tiating on the subject. 

Mr. Brooks. This was in a letter? 

Mr. Beynon. No; this was orally. That was the conclusion of our 
conference. We spent at least a half aday,I think. I think that was 
about the last conference I had, because his words were very final. 

Then as time went on I think Mr. Elson who at that time was 
attorney for me, one day, told me that he had received an intimation 
from the Freeport Sulphur that if anybody 

Mr. Brooks. What had he received? 

Mr. Beynon. An intimation, a suggestion, from the Freeport Sul- 
phur people that if anybody else was handling the negotiations other 
than me, that they would be inclined to make some concessions, and 
he stated that he thought that he could negotiate a better contract, 
but they had indicated they wouldn’t negotiate with me but they 
would with him. 

Later Mr. Floete asked me about the same matter. He said that 
he had been told that Freeport wanted to open up negotiations, but 
they objected to negotiate with me. Well, T told Mr. Floete that if 
anyone else could do a better job, I certainly would be glad to have 
him do it. At the time my thinking was that we were completing 
our railroad to our own ore, we were successfully negotiating with 
Bethlehem, and I thought maybe they had seen the dawn of light and 
maybe they were ready to make some concessions, and possibly as a 
face,saving gesture; they would deal with someone else rather than 
me, and so I said that is the thing to do, I would welcome that. 

So consequently Mr. Floete asked a Mr. Sheehan and Mr. Elson to 
carry on such negotiations, and they set up a committee and did so. 

Mr. Brooxs. Well, now apparently Freeport did submit an offer 
in January 1957, to reduce the royalty payments by the Government. 

Mr. Beynon. Yes; they did. 

Mr. Brooks. I have here a copy of a letter dated June 21, 1957, in 
which Mr. Floete states: 


Dear Mr. WrituiaMs: We have delayed answering your letters of January 30 
and February 8, on the subject of amending the Nicaro ore contract of July 2, 
1948, awaiting the completion of the study which was made by this office and 
the Bureau of Mines. 

The current royalty rate paid to you is $0.060913 per pound of nickel con- 
tained in the ore, or $1.7056 per ton of ore averaging 1.40 percent nickel content. 
At an average recovery of 75 percent of the nickel contained in the ore, the royalty 
amounts to $0.08035 per pound. Your proposed royalty formula would reduce 
this cost by approximately 15 cents per ton of ore on a recovery rate of 75 per- 
cent. However, any substantial increase in nickel recovery or the extraction of 
byproduct metals could increase the royalties payable under the proposed new 
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formula to more than the present rate, thereby penalizing the Government for 
process improvements resulting from research and development work performed 
at Government expense. 


At this point the letter sets forth a summary of royalty costs from 
1952 to January 1957, paid by the Government to Freeport, which, at 
that time, had amounted to almost $10 million. It goes on to state— 


When consideration is given to the very large investment of the Government in 
the plant at Nicaro and the cost of operating the very complicated process through 
which the ore must be treated, it is our belief that the present payment of roy- 
alty to you is far out of proportion to the benefits received by the United States. 
If this plant had been subject to usual taxation, the operation would have shown 
a loss. 

In your letter, you use as a comparison the royalties paid on natural gas and 
sulfur. Natural gas needs no expensive processing but is ready for the consumer 
when it leaves the ground. When you consider that 2,000 pounds of ore must be 
processed through a very intricate plant to recover 20 pounds of nickel, it can 
readily be seen that no analogy exists with natural gas. The same to a large 
extent is true of sulfur. 

The royalties which you have received are three times the net profit received 
by the Government, and, of the net profit, before payment of royalty, 73 percent 
went to your company for royalties. Compared with these payments, we have 
found that royalty rates in the mining industry are generally computed as a 
percentage of the net profit expected from mining and processing ore. This is 
generally in the range of 10 to 15 percent as compared with the 73 percent which 
has been paid to your company. 

The leases on Indian lands in Oklahoma provide for a royalty of 10 percent of 
the net received from products sold. These comprise lead and zine concentrates. 

We are informed that the mineral leases on State lands for exploiting metal 
deposits are usually made with a royalty rate of 5 percent of the net smelter rates. 
The State of Minnesota owns the fee for the mineral iron ore lands in the iron 
range of the State. ‘The average royalty collected for a wet long ton from 1942 
to 1946 ranges from 37 to 40 cents. 

It must be remembered that the Government supplied the risk capital to build 
the plant at a time when private capital did not have the temerity to make the 
necessary investment. It was this investment by the Government which gave 
value to the ores at Nicaro. 

It is our understanding that the customary royalty for ores of low metal content, 
where costly processing of ore is necessary, is 10 percent of the profit. 

In view of the foregoing, we are unable to accept your proposal. We appreciate 
your willingness to consider a change in the present royalty rate of payment, but 
believe you should be prepared a negotiate on a basis that will yield a royalty in 
keeping with the conclusions expressed in this letter. 

Sincerely yours, ; 
FRANKLIN G. FLoETE, Administrator. 

Now after Mr. Floete declined Freeport’s offer, would you describe 
to me the negotiations that followed? 

Mr. Beynon. I think the only thing that followed was what I just 
recited, that is through Mr. Sheehan and Mr. Elson who had set up 
a committee, and they carried on those negotiations to which I was 
not a party. 

Mr. Brooks. Now, in the fall of 1957, this special committee 
negotiated with Freeport and received a proposal which it recom- 
mended Mr. Floete accept. I have here a copy of an outline of that 
agreement which points out the following pertinent provisions. They 
were concisely (1) that the 1948 ore contract would be extended until 
1978, that is 20 years from the current date. 

(2) The Government would be required to take at least two-thirds 
of the plant’s ore requirement from Freeport ore bodies. 

(3) The royalty reduction would be to reduce it from $1.70 to 
$1.305 for the first two-thirds of the ore and to $1.105 for the other 
one-third, if taken. The reduction would be made for nickel recovery 
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in excess of 75 percent. Additional royalty payments would be made 
in the event cobalt and other metals were recovered from the ore. 
If all requirements were taken from the Freeport ore bodies, the rate 
would be lowered, assuming no cobalt or other metals were recovered. 

(4) The Government or its assignee would not have the right to 
cancel the contract during this 20-year period. The existing contract, 
as we pointed out, allows for termination by giving 6 months’ notice. 

Now whether or not the existing contract is assignable is, as [ 
understand it, a source of dispute. There are other provisions of 
this proposal which we will get to a little later, but I would like to 
read into the record a memorandum dated November 22, 1957, to 
Mr. Floete from this special GSA committee which negotiated with 


the committee. ae ; 
It is to the Administrator, from Harold W. Sheehan, subject; 


Nicaro ore contract. 


In September you authorized the institution of negotiations with Niearo 
Nickel Co. I understood their purpose was to obtain a lower royalty rate and to 
facilitate disposal of the Nicaro facility by eliminating the existing controversy 
respecting the Government’s right of assignability of the ore contract to a private 
lessee or purchaser; and by obligating Nicaro to supply ore to the expanded plant. 

These negotiations ended today with the foregoing purposes attained. Under 
the proposed revised royalty rate, the Government today would pay $1.238 per 
ton in contrast to the existing $1.70, a savings of $0.462°per ton and of $1,154,000 
per year. Nicaro has agreed to supply the expanded plant, and to grant an 
unrestricted right of assignment. Attachment A lists all the suggested contract 
changes, and attachment B gives examples as to how the revised royalty would 
operate under various assumed conditions. 

The revised contract will afford full opportunity for utilization of the Govern- 
ment-owred ore bodies which we reckon constit' te ato t twoseve ths of the 
total ore _roperties of Nicaro and of the Government, res,ectively. The pro- 
posed requirement that 66% of the annual throughput be made up of Niecaro ore 
actually permits use of Government ore in a ratio greater than two-sevenths of 
the total available ore. The inclusion of Nicaro’s Levisa ore properties not now 
under contract furnishes additional assirances of an available supply for the 
extended term (until 1978) from the traditional, proven and most accessible 
source. 

In return for its concessions, Nicaro not only insisted that 66% of the annual 
throughput be represented by its ores, but required that the revised contract be 
noneancellable. Nicaro consistently maintained that its own self-interest 
necessitated such absolite protection against cancellation. Our problem, there- 
fore, was to weigh the importance of a cancellation clause in relation to the 
substantial price and other benefits offered, especially in the light of disposal. 
It was our conclusion that, under existing circumstances, the price reduction, 
ass rance of an adequate proven ore s:pply and eliminatioa of possible litigation 
cum ilatively pointed to a more satisfactory dis: osal, and particularly the financial 
return therefrom, than co Id be obtained iinder the present contract wherein the 
Government has a cancellation option. if the Government should continue to 
operate the plant, the financial advantages under a revised contract are imme- 
diately apparent. 

Reverting to the royalty question, it will be noted that the revised formula is 
geared to products recovered and not to the content of the ore. The nickel 
royalty is calculated on the price of nickel oxide (70% cents), not of nickel metal 
(74 cents), and reduced royalty rates will apply to nickel recoveries over 75 
percent and to other products (such as cobalt) which may be recovered in the 
future. Recognition is thereby given to the fact that the investment required to 
improve the process and to develop any such additional products will have re- 
sulted from the expenditure of the operator’s funds. Finally, a reduced royalty 
applies to all nickel ore taken in excess of the 66% minimum throughput. 

In our opinion Nicaro has evidenced a genuine desire to help solve the long 
standing and vexatious controversy regarding royalty rates, while understandably 
insisting on safeguarding its own position. Undoubtedly its attitude was in- 
fluenced by its wish to present a better disposal posture as a potential bidder on 
disposal before GSA, Defense, the Attorney General, Congress and the public. 
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I recommend approval, with the concurrence of Messrs. Brooks—who is not a 
relation, incidentally, but who works for GSA. I do not even know the man— 
Elson and Fredell, who participated in all the various meetings with Mr. Bergson 
and Mr. Freed, Nicaro’s representatives. Since Mr. Pinkley, who attended sev- 
eral of the meetings, did so as an observer only, he has not been asked to express 
an opinion. 

Because GSA opened these negotiations, Mr. Bergson was told that the matter 
would be referred to you, and that if you approved, we would advise him and 
write to Nicaro. 

We have a written record of the negotiating conferences which is available if 
desired. We shall also be glad to develop further any of the points treated 
briefly herein. 


Now, you will observe that this special committee, as well as 
Freeport’s attorney, Mr. Bergson, seemed to think the acceptance of 
this royalty proposal would help the Government get a better deal 
in selling the plant. 


I find particularly of interest the statement on page 2 which reads: 


In our opinion, Nicaro has evidenced a genuine desire to help solve the long- 
standing and vexatious controversy regarding royalty rates while, understandably, 
insisting on safeguarding its own position. Undoubtedly, its attitude was influ- 
enced by its wish to present a better disposal posture as a potential bidder on 
disposal before GSA, Defense, the Attorney General, Congress, and the public. 


Now, apparently, Mr. Floete did not fully appreciate the good 
faith of Freeport, because on December 10, 1957, he wrote them the 
following letter, which is a short one which he has referred to and 
which was dated December 10, addressed to Mr. Williams, president, 
Nicaro Nickel Co., and signed ‘‘Franklin G. Floete.” 

This is the letter Mr. Floete referred to. We will put it into the 
record. Essentially, it says that, while some of the provisions are 
desirable, nevertheless, it is unacceptable for stated reasons. 

(The letter above referred to is as follows:) 


DECEMBER 10, 1957. 
Mr. LANGBOURNE M. WILLIAMs, 


President, Nicaro Nickel Co., New York, N. Y. 

Dear Mr. WIiuiams: In recent weeks, representatives of our respective staffs 
have been conducting negotiations looking toward the possible modification of 
the existing royalty agreement covering the extraction of nickel ores from your 
properties in Cuba. A memorandum of these negotiations has, undoubtedly, 
been conveyed to you by your counsel, Mr. Herbert A. Bergson. 

Whereas certain provisions of this memorandum are satisfactory, we must 
conclude that the following are not in the best interests of the Government: 

1. Minimum required take: The obligation of the Government to take annually 
two-thirds of all ore which is processed through the facilities at Nicaro from 
Freeport’s ore bodies is not acceptable. 

2. Basic rate: The basic royalty rate of 8.85 percent (or the equivalent of 
approximately $1.238 per ton at present volume of throughput and rate of re- 
covery) applicable to production at the required minimum take for nickel re- 
coveries up to 75 percent is considered to be too high. 

3. Additional rates: The provision for the payment of royalty on nickel 
recoveries higher than 75 percent and on recoveries of cobalt and other products 
is considered to be prejudicial. 

4. Noncancellation: The waiver of the Government’s present right of cancella- 
tion is, likewise, objectionable. 

We believe that further conversations concerning these matters would be 
productive. Accordingly, we suggest that a date be arranged for such discussions 
at your convenience. 

Sincerely yours, 
FRANKLIN G. FLOETE, Administrator. 


Mr. Brooks. Now, I have here a letter from an interested pur- 
chaser of Nicaro, who gave his views. This letter is from a Mr. 
Harry C. Wildner, vice president of the National Lead, whose sub- 
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sidiary has operated the plant for the Government for the past 
several years. 


I would like to read this letter from the Nickel Processing Corp. to 
Mr. Floete, December 6, 1957. 


Dear Mr. F.Loete: By letter of December 2, 1957, we offered to participate 
with your Administration in effecting the purchase of Mayari ores and ia assuming 
installment payments to Bethlehem Steel Co. contingent upon our acquisition of 
the Nicaro facilities. 

From our past and most recent conversations with you and your assistants, we 
fully understand and agree with your position that existing royalty rates payable 
to Nicaro Nickel Co. are excessive and must be reduced if the plant is to be made 
attractive to a potential purchaser. We have been told that your efforts to 
negotiate a downward rate scale have been countered with demands on the part of 
Nicaro Nickel Co. for even greater rights than they enjoy. For this reason, 
alone, we share the feeling that your negotiations for the purchase of Mayari 
ores, on the favorable terms proposed, should be carried to a prompt conclusion. 

However, we had no idea, until our most recent conversations of last week with 
you, that the demands of Nicaro Nickel Co. for amendments to their existing ore 
contract in return for a royalty-rate reduction could be so extremely unfair to the 
Government or a potential purchaser as to merit consideration by any of your 
assistants. Nevertheless, we understand that these proposed amendments have 
been recommended to you, and, as operator and possible owner of the plant, we 
hereby desire to go on record by expressing a most vigorous protest to assuming 
the liabilities proposed to be saddled upon the Nicaro operation. 

From what we understand of the proposed amendments to the existing ore 
contract, there are certain proposals which are not only presently contrary to the 
Government’s interest, but potentially calamitous to the successful operation of 
the plant, 

1. Elimination of the present cancellation option which permits cancellation 
of the contract upon 6 months’ notice. We believe you will appreciate that the 
right of cancellation is a most valuable one, and, in our opinion, it cannot be 
compensated for by any other modification of the contract itself. 

2. Extension of the contract term for 10 years beyond its present expiration 
date in 1968. Any extension of the present termination date should not be coun- 
tenanced unless the right of cancellation during the extended period is, also, 
unqualifiedly present. 

3. Increase in the Government’s or private operator’s obligation to take two- 
thirds of the ore for plant processing from Nicaro Nickel Co. reserves instead of 
the one-third provision as at present. We believe that you readily appreciate 
that the Government presently has the right to take up to 100 percent of its needs 
from the Nicaro Nickel Co. ore reserves and that the present one-third provision 
is an obligation rather than a right. It would be contrary to the interest of the 
Government or a private operator to increase this obligation from one-third to 
two-thirds. 

4. We understand that a contemplated modification or change in the present 
Nicaro Nickel Co.’s ore contract would provide for royalty payments in the event 
of production of products now not being produced. In our opinion, this is com- 
pletely unwarranted, as the contemplated modification or change of the contract 
does not provide for any contribution on the part of Nicaro Nickel Co. by patent 
or process to enable the production of products other than now being produced 
and, further, that any effort and contribution of technical skill toward the pro- 
duction of new products must be contributed by the present or future operator. 

5. We believe it is proposed that the Government become principally liable for 
performance of all provisions of the amended ore contract. On its very face, such 
proposal shows the inequity of forcing the Government to underwrite the Nicaro 
operation, even after disposal, for a fixed and irrevocable period of 20 years. This 
is clearly contrary to national policy and beyond the Government’s authority. 

Measured by the price; paid for ore reserves by the Cuban Nickel Co. some 
years ago and the price for ore presently being requested for the reserves offered by 
the Bethlehem Steel Corp.—or by any standard that we know of—the cost of ores 
now being furnished by the Nicaro Nickel Co. is exorbitant beyond dispute. We 
believe you will appreciate that, in addition, it will require the expenditure on the 
part of the Government or private operator of many millions of dollars to provide 
means of transportation before all of the Nicaro Nickel Co. ore reserves can be 
made available to the present Nicaro plant. Under the circumstances, and even 
apart from the totally unacceptable amendments now proposed, a drastic reduc- 
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tion in the present royalty rate beyond which we understand is presently being 
offered would be necessary to place the Nicaro Nickel Co. ore reserves on a par 
with those of Cuban Nickel Co. and Bethlehem Steel Corp. 

In support of this conclusion, we would point out that royalties paid to Nicaro 
Nickel Co. for the use of its ores during the present management contract to date 
have amounted to $11,985,995.20. We estimate that the royalties payable for 
1957 will amount to $3,210,000. In comparison with these payments and as a 
matter of incontrovertible fact, the cost of the ore reserves to Nicaro Nickel Co. 
was only a negligible fraction of the amount paid to date in royalties, reportedly 
in the area of 5 percent. 

For all of the above reasons, among others, we protest any change in the existing 
ore contract as amendments are now proposed, and we earnestly urge, for the pro- 
tection of the Government’s interest, that you summarily reject the reeommenda- 
tions before you. 

Very truly yours, 
H. C. Witpner. 


Now I have here another letter from a consulting engineer in 
New York City, Mr. Vincent Landers, who wrote the subcommittee 
how he felt about Freeport’s proposal. I would like to read his most 
pertinent comments: 


I have always understood that the Nicaro Nickel Co. ores were purchased by 
that company within a range of 8 to 16 cents per ton but, notwithstanding this 
low investment, a royalty rate has been paid for the use of these ores in the 
neighborhood of $1.70 per ton. My first reaction therefore is that Nicaro Nickel 
Co, has not exercised good judgment or a spirit of cooperation with the Govern- 
ment in thinking that its royalty rate should only be reduced 40 to 50 cents per 
ton. I believe that a fair return on their investment would require a downward 
royalty rate adjustment far in excess of what is proposed. This is particularly 
true in the view of the fact, as I understand it, that substantial construction costs 
will have to be paid for transportation and facilities to bring in additional ore 
supplies. 

Beyond this general criticism, I feel that the terms and conditions of the pro- 
posed revised contract are most unfair to the Government and/or any other 
subsequent operator. As I read the contract, it is a fixed obligation for 20 years 
with no right of cancellation and with a requirement to pay for two-thirds of 
all of the ore processed at the plant and to pay a royalty in addition for other 
byproducts. 

These conditions are objectionable both standing alone and in combination 
with each other to the extent that I could not advise any client of mine to be further 
interested in purchasing or leasing the plant. 

Now the subcommittee has been advised by two other substantial 
mining companies of their concurrence in the reaction of Mr. Wildner 
to the proposed royalty contract. Both of these companies are pro- 
spective purchasers of the Government’s nickel plant and we have a 
Jetter here from Union Carbide Corp., which I will put in the record, 
which substantiates their feeling that the royalty rate on these ores 
should be reduced if it is going to be a feasible operation for a private 
corporation such as Union Carbide. It may be that we will have some 
further comment from them. You might copy this letter in the record 
if you would. 

(The document referred to is as follows:) 

Evectro METALLURGICAL Co., 
Division oF UNION CARBIDE CorP., 
New York, N. Y., April 22, 1958. 
Mr. Wi.u1AM E. Towns .ey, 

Congress of the United States, General Government Activities Subcommittee 
of the Committee on Government Operations, House Office Building, Wash- 
ington, D. C. 

Dear Mr. Towns.ey: In your letter of April 15, 1958, and during a recent 
telephone conversation, you pointed out that it would be helpful to you if we, as 
a possible purchaser of the Nicaro nictel facilities, would comment on a proposed 
ore contract with the Freeport Sulphur Co. We thank you for the copy of a 
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memorandum dated November 22, 1957, giving information with regard to the 
results of the recent negotiations. We appreciate your recognition that adequate 
ore reserves under favorable terms are absolutely essential if the future operation 
of the project by anyone is to be assured. 

Only recently have we begun our extensive investigation into the various 
phases of the Nicaro project about which we must become well informed in the 
course of deciding our interest therein. In the normal course of events in starting 
from scratch on a major undertaking such as the production of nickel, we would 
first acquire the ore reserves or negotiate for them at favorable terms. Unless 
this could be accomplished, we would never start the project. 

In the case of the Cuban Nickel Co. there already is an established nickel- 
producing facility and the question at point is the assurance of adequate ore re- 
serves for the expected life of the plant facilities and preferably well beyond. 
Obviously, these ores must be purchased or acquired via the royalty route at 
prices which allow the operator or owner of the nickel production facilities to be 
competitive with other producers. I think it must be recognized that the sale of 
nickel in the future will be competitive except for short periods of short supply; 
therefore, the total cost of nickel becomes a much greater factor. 

The production of nickel in the past under stress of a nickel shortage has un- 
doubtedly placed the Government in an unfavorable position when negotiating 
for a lower royalty payment under more favorable terms. However, it would 
seem that the moves the Government has initiated in the direction of acquiring 
ore from its own properties and possibly from Bethlehem, should improve its 
bargaining position. It is unfortunate that we have not yet spent sufficient time 
on. the overall ore picture to be able to give you definite and constructive com- 
ments on the proposed contract with Freeport now under consideration. How- 
ever, on the basis of the limited information which we now have, we will offer the 
following opinions: 

The extension of the contract period to March 11, 1978, and to inelude all 
Freeport ore bodies in the Levisa area is desirable. 

The right of the Government to assign the contract to a lessee or purchaser of 
the Nicaro facilities would appear to be necessary. 

The right to take ore for processing in the existing Nicaro facilities, or an 
expansion thereof, at full capacity, is necessary. 

The proposed contract provides that a minimum of two-thirds of Nicaro’s 
annual ore requirements be purchased from Freeport; in our opinion one-half is 
the highest minimum that should be considered and this only in the event that 
a much more favorable price is negotiated for the ore. 

Another provision of the proposed contract gives Freeport, with certain lim- 
itations, the right to take ore from its ore bodies to the extent the ore is not taken 
by the Government for use in the Nicaro facilities. We do not think this a reason- 
able or practical demand on the part of Freeport. The purpose for entering into 
the agreement is to secure ore reserves for the support of the Nicaro facilities; 
coremoval of reserves by another party would be undesirable and somewhat 
confusing, both in the present and to the future value of the operation. 

The proposed schedule of rates provides for minimum and in excess of mini- 
mum takes, involving nickel, cobalt and other values recovered and the extent 
of nickel recovery. In our opinion, the schedule is too complex and would require 
an undesirable revealment of business information in its application. We would 
suggest a per-ton ore payment covering ores with a stipulated cutoff quality and 
sealed in accordance with the average nickel content. We would suggest also 
that the per-ton payment be tied in to move with the market price of nickel. 

We recognize, as you do, that the price paid for the ore is most important and 
I think it is natural to recognize that the seller wants the highest possible selling 
price and the buyer wants the lowest possible purchase price, and any price 
arrived at will probably be one of compromising these two objectives. From the 
little knowledge that we have, it would appear that the somewhat lower selling 
price suggested in the proposed contract is on the high’side if this operation ‘is to 
be a truly competitive one. At this point, we are not familiar with the total 
moneys invested by Freeport in making this ore available but from our past 
experience in chrome and manganese ore operations, it would appear that a sales 
value more closely approximating 5 percent of the value of the nickel recoverable 
from the ore might be more realistic. 

Regarding the proposed elimination of the Government’s present right of 
cancellation, in our opinion it would be desirable to provide for a means of escape 
from the contract for both parties. In the case of the Government, it would 
seem that right of cancellation should be maintained. In the case of Freeport, 
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it would seem that they would be protected by having a right to terminate the 
contract upon failure of the Government to make a certain minimum aggregate 
annual payment. 

The situation with respect to available ore reserves is a very important part 
in deciding one’s interest in Nicaro and the value of the facilities. This item as 
well as other important ones must be rather definitely resolved to minimize the 
risk to a possible purchaser and to make the proposition attractive to him. We 
are sorry that we are not in a position to be more definite in our comments. We 
hope, however, that the general comments contained herein will be of some 
value to you. 

Yours very truly, 
Paut L. ALsPpauaa, 
Product Manager. 


Mr. Brooks. Now, Mr. Beynon, these prospective purchasers of 
our valuable nickel plant clearly indicate that they would pay less 
for the plant if Mr. Floete had accepted the advice of this special 
GSA committee. 

I would be pleased if you would give us at this time your own 
opinion of this proposed ore contract. 

Mr. Brynon. Well, Mr. Chairman, if the proposal had been ac- 
cepted and approved by the Administrator, I doubt whether I could 


‘have sold or whether I can sell the plant to anyone outside of Free- 


port. It would seem to me that it would just button it right down 
for them. Now the things that we are doing in connection with the 
ore and the taxes, we are doing for the benefit of prospective pur- 
chasers, to make the plant attractive, and for this reason I solicit the 
opinion of various prospects which are interested in purchasing the 
plant and, of course, without exception, they expressed the view that 
it would put them right out of the running if any such agreement was 
signed. 

Some of the people after I discussed it with thent, went back and 
called several times and said is there any question that this thing may 
be signed, and they were greatly seneuned about it, the same as I was, 
because it seemed to me like the 2 years I have been here trying to 
get this plant ready for sale would all go out the window, if such 
agreement had been signed. 

Mr. Brooks. I noted in this special committee memorandum to 
Mr. Floete, that Colonel Pinkley sat in on some of the negotiations 
but was not asked to sign the recommendation. 

Since Colonel Pinkley works with you and to my knowledge, has 
had a long familiarity with the Nicaro operations, since we had him 
before us as a witness and know of his familiarity with the program 
down there, I would imagine that he had his own opinions on this 
royalty proposal after it was reached and I would be very pleased if 
you would describe for me his reaction when he studied the proposal 
and reported to you his reaction to it. 

Mr. Beynon. Well, I think he felt very strongly on the subject and 
felt that it would be a catastrophe if such an agreement were signed. 
Now Mr. Pinkley is here and he didn’t say this to me, but one of the 
officials of GSA told me that Mr. Pinkley had told him if that agree- 
ment was signed, he would feel that he would have to resign. 

Mr. Brooks. Now, Mr. Pinkley, since you are here, would you be 
willing to be sworn? 

We may ask you some other questions since you are going to be 
here. 

Will you raise your right hand? 
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Do you swear the testimony you are about to give before the sub- 
committee will be the truth, the whole truth and nothing but the 
truth, so help you God? 

Mr. Pinktey. Yes, sir. 

Mr. Brooks. Will you be seated, sir? 

Was that an accurate statement of what your thought had been on 
that contract and its repercussions on Nicaro? 


TESTIMONY OF JAMES P. PINKLEY, EXECUTIVE DIRECTOR 
(NICARO PROJECT), GENERAL SERVICES ADMINISTRATION 


Mr. Prnxrey. I am not certain that I put it that I would resign. 
I would be inclined to resign. I did feel that way, for the simple 
reason that I want this plant to be sold. I want it to get out of 
Government hands and for a reason that hasn’t been set forth before. 

I believe that that plant has potential in both earnings and produc- 
tion that cannot possibly be developed under a Government contract, 
and also I am getting along in years, and I want to get it sold so I can 
go fishing, and I just can’t see how anyone with their hands tied for 
20 years to take two-thirds of the ore for that plant at a fixed royalty 
rate, a percentage of the value of the nickel produced, which is high, 
I can’t see how anyone could take over that plant and really make a 
sufficient profit off of it to pay them to invest what we are going to 
expect them to invest in that plant. 

Mr. Brooks. You thought that the recommendation would have 
been a severe deterrent to a reasonable sale of the plant? 

Mr. Pinxuey. That is right. 

Mr. Brooks. And you were opposed to it? 

Mr. Pinxtey. Right. 

Mr. Brooks. Now, you will note, to get back to you, Mr. Beynon, 
sir, that Clarence A. Fredell signed the memorandum recommending 
the Freeport ore proposal. Mr. Fredell is head of GSA’s Technical 
Research and Development Division, and the staff informs me he 
seems quite competent and a man of integrity. He was asked by 
the staff as to why he signed the recommendation, and Mr. Fredell said 
his recommendation was based on the assumption that the Freeport 
ore bodies were definitely going to be utilized at the Nicaro plant in 
the foreseeable future. He stated that with this assumption, he 
recommended the proposal, since it would result in some saving at 
least for the time being. 

Mr. Fredell also stated that he was very impressed with the Beth- 
lehem ore bodies in the Nicaro area and recommended several years 
ago that the GSA attempt to purchase some of the Bethlehem ores. 

He also stated that in his opinion the recent offer by Bethlehem 
was superior to the Freeport offer. 

At the subcommittee’s request, the GSA has furnished the followir g 
computation in regard to the royalty proposal of Freeport. 

They said in this report to us: 

Assuming all ore processed is taken from Freeport’s reserves, 2% million tons 
per year, under the proposed amendments to the ore contract for the period 
March 1, 1958, to March 10, 1978, also assuming the same grade of ore, the same 
rate of recovery, the same market price, and that nickel only is recovered from 


the ore, the total royalties payable to Freeport would be approximately $62 
million. 
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Now, Mr. Beynon, we would like to discuss your efforts to pur- 
chase nickel ore bodies from Bethlehem Steel at a reasonable rate. 

Members of the subcommittee’s staff had an opportunity several 
weeks ago to discuss this matter with a Mr. Slater, who I understand 
is assistant to the president of Bethlehem Steel. I understand that 
with preliminary negotiations you got an offer to buy some extensive 
ore bodies for $18 million as a starting point. 

While this figure might seem attractive compared to the current 
royalty rate being paid Freeport, it still seems like a lot of money, $18 
million, but perhaps if further negotiations were made, you might well 
arrive at a more reasonable figure. 

So I would like you to tell us something about these negotiations, 
your opinion on the merits of the Bethlehem offer, and whether or not 
you have done anything to cause a decision to be made. 


FURTHER TESTIMONY OF IRA D. BEYNON, SPECIAL ASSISTANT 
TO THE ADMINISTRATOR OF THE GENERAL SERVICES ADMINIS- 
TRATION FOR NICARO OPERATIONS 


Mr. Beynon. Mr. Chairman, I have a map here which discloses 
the relative position of these various ore bodies that we are talking 
about. The Bethlehem Steel Co. owns a very large body of ore in 
the vicinity of this plant and it is shown on this map in the green color. 

The thing that interests me in this ore body is that it is a large 
mountain of ore in a contiguous body. The ore fields that we are 
mining presently, and that the Government owns and that Freeport 
owns, are located more sporadically so that you have to keep moving 
from ‘plac e to place, but in the Mayari Plateau, which is owned by 

Bethlehem Steel, you have a tremendous body ‘of ore, estimated, 
understand, to be over 600 million tons of ore, in one contiguous ae. 

This ore is high in iron. It will average about 40 percent iron, 
and as a result of negotiations with the Bethlehem Steel Co., they 
offered us several of their claims which they had already tested, and 
on which they had developed about 60 million tons of ore. 

We took their test logs and checked them over bydrilling there 
ourselves. 

In addition to that, we drilled out to the perimeter of this body 
where they had not drilled, and we discovered something which J be- 
lieve Bethlehem Steel themselves did not know, and that was that the 
washing and the rain and the water had gathered ore in high nickel 
content around the perimeter of this body, “and in fields that they had 
not checked we found the best nickel, and many thousands of tons of 
that nickel was developed there and measured which had an indicated 
nickel content of 1.5 and over. 

Mr. Brooks. 1.5? 

Mr. Beynon. 1.5 and over; yes. 

Now, another thing which we developed which—of course, we are 
disclosing our hand here to people we are still negotiating with, and 
I suppose we should, but rather than having 60 million tons, it is our 
estimate that in this body that they had allocated there is at least 90 
million tons of ore there. 

Mr. Brooks. Pardon me, is that within the body, within the area 
of land which they would have given you ore rights to for the same 
$18 million? 
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Mr. Beynon. That is right. 

Mr. Brooks. This is the same tract? 

Mr. Brynon. Yes. 

They represented to us that in this area that they thought there 
were 60 million tons, but our drilling has given us or led us to believe 
that there probably is in excess of 90 million tons there, and further- 
more, we must remember that Bethlehem Steel was interested in iron. 

When they got to ore that had a lot of nickel in it, they quit drilling. 
We drilled on through and we found that all of their measurements 
indicated less nickel than was actually there, that is, it was better than 
what they had told us as far as nickel was concerned. 

Now, we still haven’t completed this drilling, but we have gone into 
it far enough to know that what we would like to do is to get more of 
the perimeter and less of the level plateau, and I have talked to them 
about the prospect of getting a little different—I mean, not different 
but extending the area along the perimeter and eliminating some of 
the flat area where there isn’t as high nickel ore, and they have advised 
us that they would be willing to do that. 

Several months ago, before we had completed our drilling, Mr. 
Fredell estimated from the computations that had been given to him 
that at that time there were 39 million tons of ore that would average 
in excess of 1.35, 39 million at that time. 

Now, I think that by exchanging some of the land that they have 
offered us for more of this perimeter land that we can raise that so 
that I believe that we can get sufficient ore to operate this plant with 
an average nickel in excess of 1.4. 

Now, this ore is particularly good for our process for the reason that 
it has high iron content. The ore that we have tested in Ramona 
and also from information that Freeport has given us on their ore in 
Sol Libano, the iron content is relatively low, I mean by that it is 
35 percent or 33 percent, and from our operations we have found 
that when the iron content drops below 38 percent, that each 1 per- 
cent it drops below that will result in a loss of a million pounds of 
nickel a year, so that in selecting our ore, it is not only important 
that we have nickel in it but that we have iron in it, too, although 
we don’t recover the iron, but the iron seems to settle, and in the 
process it helps the recovery of the nickel. 

Mr. Brooks. Now, what have you done? Have you recommended 
that this ore be acquired? Have you submitted a proposal to the 
Administrator, or did you try to work out an agreement with him as 
to a concrete offer you might make or just what developed after that? 

Mr. Beynon. Yes; our operators down in Cuba are very interested 
init. I think that if we can make a satisfactory arrangement for this 
ore body that our troubles as far as ore reserves are over with. 

I have recommended that we proceed with it. 

Mr. Brooxs. Has GSA written a letter to the Office of Defense 
Mobilization requesting borrowing authority to purchase the Bethle- 
hem ore bodies? 

Mr. Beynon. Well, I asked the accounting department of GSA to 
prepare such a letter for the Administrator, but it never went to the 
Administrator because the letter was loaded with a lot of other 
information which included the cost of mining and the cost of building 
the railroad and all that. Of course, we have all of those costs, no 
matter where we go, if we go into Freeport or anywhere else. 
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So the letter, | thought, was very misleading because it saddled the 
whole thing on this Bethlehem and might lead the people in the Office 
of Defense Mobilization to think that this was actual expense that we 
would have to incur only if we took the Bethlehem ore. We have the 
same expense, no matter which way we go. 

Mr. Brooks. I have a memorandum here dated December 6, 1957, 
from the Comptroller and the General Counsel of GSA, directed to 
you. 

The subject matter of this memorandum is: “Proposed purchase of 
additional ore reserves for the Nicaro operation.”’ 

The purpose of this memorandum is to offer advice to Mr. Beynon 
and Mr. Floete to be taken into account before requesting borrowing 
authority from the Office of Defense Mobilization for the purpose of 
purchasing Bethlehem ore bodies. 

This memorandum points out the features of the Bethlehem offer 
and describes its impact on the United States Treasury. 

Then it makes a comparison in the cost between the Bethlehem 
offer and the Freeport contract. 

Then the memorandum stipulates certain conclusions. 

To me, this advice of the Comptroller and the General Counsel 
seems to me to be grossly misleading. 

I agree with your viewpoint there. 

Mr. Townsley had an interview with the Comptroller at which time 
he requested clarification of certain features of the memorandum. An 
answer to these questions was promptly supplied to the subcommittee 
in a letter dated April 18, 1958, from Mr. Max Medley, Comptroller, 
and he states the reasons. 

Near the bottom of page 1 the memorandum states the Govern- 
ment agrees to pay up to $500,000 for registration fee, transfer tax, 
deed of sale, and so forth. 

Now, Mr. Medley was asked the source of this $500,000 figure. He 
didn’t know at the time, but in his letter he states that the figure 
was computed by the Nicaro project staff for inclusion in the proposed 
request to ODM for additional borrowing authority. 

We have-been advised by the Nicaro project staff that there was 
no computation at all involved, but since it was realized that some 
transfer fees would be involved, the borrowing request was merely 
hiked an additional half-million dollars. 

You will note that the memorandum states that the Government 
has agreed to pay up to that amount, and Mr. Beynon, would you 
explain this $500,000 figure, as you understand it? 

Has the Government agreed? 

Mr. Beynon. Before I answer that question, I think to keep the 
record straight, the letter I was referring to was not this letter. It is 
a letter that I don’t have in my file. It was a letter addressed to the 
Office of Defense Mobilization asking for borrowing authority. 

I asked them to prepare such a letter. 

Mr. Brooks. We would like very much to have a copy of that draft. 

Mr. Beynon. Maybe we can find it. I don’t have that, but I 
didn’t send it to Mr. Floete, because I didn’t approve of the letter 
the way it was drawn. 

Now, in answering your question on this particular letter, the 
first time I saw this $500,000 was when it came up from the Comp- 
troller’s Office. As far as I know, I am the only person that has been 
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carrying on these negotiations with Bethlehem, and at no time have 
they indicated there would be any such charges. As a matter of 
fact, they have stated to me that their plan, after consulting their 
attorneys in Cuba, their plan would be to organize a corporation and 
to transfer these ore royalties to that corporation and then transfer 
the corporation to us, and they said that under the pecularities of the 
Cuban law, they—neither they nor us would have to pay any transfer 
tax, and my understanding was that any transfer charges they would 
pay, there would be none to the Government. 

Mr. Brooks. At the top of page 2 of that same memorandum you 
will note that the Bureau of Mines has estimated the construction 
cost for the Bethlehem ore at 8 million to 10 million dollars. 

Now, Mr. Ed Gardner, who made the ordinal estimate, said his 
figure was $7,122,000. 

Another estimate made by the Government’s operator at Nicaro, 
was in the amount of $6,566,000. Therefore, in using the $8 million 
figure in this memorandum, it seemed that the Comptroller was about 
a million dollars too high. 

The middle paragraph on page 2 states: 

It has been assumed that the plant could operate beyond fiscal year 1959, 
using ore bodies now available without increasing Government expenditures 
over present levels. 

By the way, that present level is at an annual royalty rate of a little 
over $4 million a year. 

Consequently, the above payments will have the net effect of reducing United 
States Treasury receipts in the borrowing authority account by at least $2.5 million 
in fiscal year 1958, and $4 million per year for fiscal year 1959 through fiscal 
year 1962. 

Now, I would like to point out that paying $4 million a year on the 
purchase price is no greater burden than paying $4 million a year on ore 
royalties from reserves that you are never going to own. 

Now, we asked Mr. Medley to comment as to why this $4 million 
a year for 1961 and 1962 was not reduced by the amount of royalties 
which would no longer have to be paid to Freeport, and in his letter 
to the subcommittee he stated that— 

The statement preceding this paragraph gave effect to capital payments only, 
whereas the royalty payments currently made are an operating expense. Apart 
from this distinction, however, it has not been demonstrated, at the time the 
memorandum was written that Cuban Nickel Co. ores (U. 8. Government owns) 
alone could, for a period of 20 years, supply the balance of plant feed on an eco- 
nomical and efficient basis without resorting to Freeport, that is, Nicaro 
Nickel Co. ores. 

Now, Mr. Beynon, I would like for you to clarify for me the answer, 
if a clarification is possible. Mr. Medley reports that it is going to 
cost the Government $4 million a year more when actually we would 
not have to pay annual royalties of $4 million. 

We would be making a $4 million payment which is a purchase of 
ores in lieu of paying a royalty for such ores. 

Mr. Beynon. Well, in my negotiations with Bethlehem, I sug- 
gested to them that we pay them on the basis of $4 million a year, 
which is substantially what we are now paying Freeport annually for 
ore; it was on that basis, and at the end of 4% years we would own the 
entire body of ore which would be enough to last this plant for its 
entire lifetime. 
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Mr. Brooks. In Mr. Medley’s answer he seems to be comparing 
the Freeport ores with Government ores rather than with the Bethle- 
hem ores, which seems a little inconsistent with the title of the 
memorandum. 

As I understand it, no one has ever contended that the Cuban Nickel 
Co. ores, that is, the Government’s, could satisfy the plant require- 
ments for 20 years. 

Am I correct in that? 

Mr. Beynon. I think so. I think I ought to say to the committee 
that right at the time this letter was written to me, I had the engineers 
in Cuba making an estimate of the cost of building access roads, ex- 
tending the railroad into the Bethlehem Steel Co. ore, and I have that 
report before me, and they have different plans that they suggest, 
and the most feasible plan calls for a total expenditure of $6,566,580. 

Now, that includes not only the extension of the railroad and the 
building of the conveyor system, but it includes railroad equipment, 
and it includes a lot of other things that you use, no matter where you 
mine your ore. 

I have asked the Bureau of Mines to give us a summary on what 
the costs would be to furnish ore for this plant for a period of 20 
years and to compare the costs in getting them from Bethelem or 
from Freeport. 

Mr. Brooks. This would be very helpful. 

Mr. Beynon. Now, the trouble with some of these comparisons 
are that they compare the cost of going into Bethlehem and building 
this new facility to get to their ore with our present costs where the 
facilities have been built some time ago, but we are about out of ore 
in our present location, so that we must make a move one way or the 
other. 

Mr. Brooks. Regardless of where you get the ore from? 

Mr. Beynon. That is right. 

Mr. Brooks. To get back to the memorandum for a moment, on 
page 2, you can see the cost is set forth for the Freeport ore at $2.55 
per ton. The records at GSA estimate that in order to use the Free- 
port ores for a 20-year period, capital expenditures of an estimated 
$7,300,000 will be necessary. This amount was omitted in analyzing 
the cost of the Freeport ore, but, on the other hand, capital costs in 
the amount of $8 million was inserted in analyzing the cost of Beth- 
lehem ores, and you said the figure would be closer to $6% million. 

Mr. Medley was asked to comment on this obvious omission and 
replied as follows: 

Additional capital expenditures would be necessary to use Freeport ores in 
areas other than those now being mined. These were omitted from the memo- 
randum unintentionally due to a lack of awareness at the time of the need for such 
expenditures. It has been stated that the amounts of such additional capital 
expenditures are estimated at $1.6 million for the Sol Libano Railroad, and $5.6 
million for the Levisa Railroad. 

Now, were you consulted on these figures that were being sub- 
mitted to the Administrator? 

Mr. Beynon. They didn’t consult me. If they talked to anybody 
else, I don’t know about it. 

Mr. Brooks. At the top of page 3, the memorandum seeks to 
analyze the cost per ton of usable Bethlehem ore. Drilling by the 
Bureau of Mines and GSA indicates about 40 million tons of ore has 
been located, with the possibility of finding up to 60 million tons. 
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You now report 90 million tons of ore is estimated to be in the area. 

Mr. Beynon. That is right, but keep in mind not all of that 90 
million has sufficient nickel in it to justify our mining it. It is good 
iron ore, though. I think in all of these computations that we over- 
look one thing. That ore down there is one of the richest deposits of 
ore in the world, iron ore, and for our immediate need, a lot of that 90 
million tons could not be used because it does not have enough nickel. 
We would do selective mining, take out the ore that has 1.5 and 1.4. 
But it still has value and if the Government pays $18 million for it, 
nobody is going to throw it away. 

eens with all of the research going on, that ore is going to be a 
valuable asset. 

Mr. Brooks. Now, did you estimate that under the present 
processes there would be in excess of 40 million tons of ore out of the 
90 million tons of ore, you think at least 40 million tons of ore would 
have sufficient nickel to be profitably utilized now? 

Mr. Beynon. Yes, that is where we had checked some weeks ago. 
We have done a lot of checking since and I haven’t gotten those figures. 

The CuatrMan. This figure is expanding rather than decreasing. 

Mr. Beynon. That is right. 

Mr. Brooks. In analyzing the costs of the Bethlehem ore the GSA 
Comptroller, Mr. Medley, chose to use 20 million and 30 million ton 
figures apparently to be more conservative in comparing their cost 
with Freeport ores. 

You recall that the proposed purchase contract for Bethlehem ore 
provided for a consideration of $18 million, $2 million down, $4 
million a year for 4 years. The GSA memorandum figures an interest 
cost of so much a ton based on 4 percent a year for 20 years, and this 
may be reasonable in view of future deficit financing. It seems to 
me, however, that some adjustment should be made since the Govern- 
ment would have the use of that 50, 60, or 70 million dollars, which it 
would no longer be paying to Freeport for royalties. 

Mr. Beynon. That is right. 

Mr. Brooks. In answer to this question Mr. Medley stated; 

Yes, if it could be assumed that the plant requirements during this period could 
be obtained without resort to Freeport ores. owever, as indicated in the answer 
to question 4, the assumption underlying the memorandum was that continued 
use of Freeport ores would be required in conjunction with Bethlehem ores, 

Now, Mr. Beynon, I might be confused, but I was under the 
impression that the GSA was considering the Freeport ores and the 
Bethlehem ores as alternatives, that is arrangements should be made 
to acquire one or the other, but not both. 

Mr. Beynon. That is right. 

Mr. Brooks. Mr. Medley states here that the assumption under- 
lying the memorandum was that continued use of Freeport ores 
would be required in conjunction with Bethlehem ores. Now, would 
you explain to us your understanding since you obviously have a 

etter understanding of that business than the Comptroller, as to 
what assumptions should have been made? 

Mr. Beynon. Well, the situation is this: On this map which you 
have, you will notice that our railroad extends into the blue area on 
the left which is the Freeport ore, and that heavy railroad line, that 
is our extension which goes into the Ramona ore, that is over on the 
left of our ore bodies. We have about mined out the ore which we 
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have under contract. We call that the Ocujal-San Juan area. We 
almost have mined that out. There is probably less than a million 
tons of readily accessible ore left in that area. There is probably 
2% million tons of ore in the San Juan which hasn’t been mined and 
neither has it been prospected yet. But in order to do that we have 
to build a pipeline before we can get in there because when we get in 
there even to test it, we will contaminate the water supply of the 
United Fruit Co. We don’t know what that San Juan ore, how it 
will test out. 

So at most in that area we have not over a year’s supply of ore. 
Now, when that is exhausted, all we have left then is our own ore in 
the Ramona area, and before we mine any more ore of Freeport we 
will have to build this other line, this railroad line which is put in here 
on the map, the heavy line which goes into the Sol Libano area, and 
that would create an expense of building a railroad, putting in loading 
platforms, getting in machine sheds, building access roads, and de- 
veloping an entirely new area. 

Now, the question is, shall we go ahead into the Sol Libano or shall 
we ¢o up here to the Mayari Plateau where there is an unlimited 
supply which will last the lifetime of the plant? 

Mr. Brooks. Well, that is helpful, and your question is should 
you build a railroad to where you will get into a limited supply of ore, 
or go to a virtually unlimited supply at what appears to be a consider- 
ably lesser cost to the Government. 

Mr. Beynon. That is right. 

Mr. Brooks. That is your underlying reason for trying to get a 
relatively inexpensive source of ore, in order that the Government 
might be in a position to sell both this plant and an assignable con- 
tract for feed stock in order that a private purchaser might buy the 
plant with an ore supply with a reasonable profit potential. 

Mr. Beynon. That is right, that plant without ore is just a liability, 
a burden. I think that is one of the first comments I made to Mr. 
Floete waen I went over the whole situation, that we would have to 
develop a suffic ent supply of ore at a reasonable cost for the plant. 
That was the first objective that we had. 

Mr. Brooks. Well, it seems curious as to who at the GSA has the 
responsibility for making these assumptions. You recall earlier 
Mr. Fredell in recommending the Freeport ore proposal, stated his 
understanding was that these negotiations were held on the assump- 
tion that the Government was forced to take Freeport ores. If we 
were to operate on all of these assumptions, we might have GSA as 
a subsidiary to one of these large corporations instead of the United 
States Government. 

I think everybody will agree that advice based on erroneous assump- 
tions might be worse than no advice at all. It is my understanding 
that Mr. Brooks—and that is no relation—one of Mr. Medley’s 
assistants, prepared this memorandum. And he was on the GSA 
committee which recommended to Mr. Floete that the Freeport ore 
proposal be accepted. In looking over the memorandum, I observe 
that in the text words were underlined for emphasis in six instances, 
and in each of these instances the effect was to discourage the Beth- 
lehem proposal. 
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In the middle of page 1 the word “‘usable’”’ was underlined. At the 
bottom of page 1 “‘At least 2 years to complete” is underlined. On 
page 2, ‘“‘only to the extent’’ is underlined. Also on page 2, “‘usable’’ 
again is underlined. At the top of page 4, the words “‘owned”’ and 
“Jeased’’ are underlined. 

The conclusion of the memorandum seems to amount to reasons 
why the Bethlehem offer should not be accepted. It doesn’t suggest 
any reasons why it should be. I forgot to mention that the memo- 
randum does contain some further errors in comparing the extraction 
cost of Freeport ores with such costs of Bethlehem ores. These costs 
purportedly came from Mr. Gardner of the Bureau of Mines. Later 
he will give us some reliable figures on this matter, but at this time 
I would like to have copied into the record a letter dated January 20 
from Harry C. Wildner, president of Nickel Processing Co., to Mr. 
Beynon, in which he comments on various fallacies in the Comptroller’s 
memorandum. You must remember Mr. Wildner is a prospective 
purchaser, and should know what he is talking about. He has 
operated it successfully, and it is yielding very close to the rated 
production now in produced nickel. His conclusion is that the plant 
ore requirements under the Bethlehem proposal would cost $1,650,000 
a year less than the cost under Freeport’s recent proposal which was 
recommended to Mr. Floete who turned it down. 

Now, this letter is a very interesting one and I want it copied into 
the record. Members have copies of it. 

(The letter referred to follows:) 

NickEL Processinc Corp., 
New York, N. Y., January 20, 1958. 
Mr. Ira D. Beynon, 
Special Assistant to the Administrator (Nicaro project), 
General Services Administration, Washington, D. C. 

Dear Mr. Beynon: I received your letter of January 2, 1958 with which you 
enclosed copy of a report dated December 6, 1957. submitted to you by Max 
Medley, Comptroller, GSA, and Edward C. Sweeney, General Counsel, GSA, 
comparing costs of Bethlehem ores with costs of Freeport ores under proposed 
revision of Freeport ore contract. You said you would be pleased to have my 
views on the subject. Unfortunately, I do not know enough of United States 
Treasury fiscal affairs as to be able to distinguish between the impact upon 
United States Treasury funds and the impact upon operating funds of GSA. 
In my estimation they are both United States Government disbursements and 
possibly, wrongly, I have considered them as being alike. 

Following I have inserted the table shown on page 2 of the above report, which 
purports to show expenditures necessary under the Bethlehem ore purchase plan: 


5 Riveter Con os ) leds ath ie 
Fiscal year 


1958 1959 year 1959 


Fiseal year | After fiscal 
| 


1. Construction for extraction of ores_......................-.- | $8, 000, 000 
2. Payments under contract: 
(a) Downpayment... _-...-.---- dx 
tS Pp eh ne rk ee Pn niteodenns $4, 000, 000 | 12, 000, 000 
3. Transfer taxes, fees, etc EE Eeinenenatas aided 





4. etal. sesashib kneels. dons cepa peal ia 5 ae 2,500,000 | 4,000,000 | 20, 000, 000 
| | | 





All payments to be made out of plant operating revenues. 
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I have prepared the following table of expenditures under the proposed revision 
of the Freeport contract to compare with the Bethlehem table shown above: 























After fiscal 
year 1959 
Fiscal year Fiscal year (to and 
1958 1959 including 
fiscal year 
1978) 
1. Construction for extraction of ores...............-..---..---]--------------] 1! $1, 621, 000 2 $5, 690, 000 
2. Payments under proposed Freeport contract: 
Ce eee cc ainainn None None None 
(b) Annual royalties for nickel extraction only _-___-_-._- 3 $3, 648, 000 3, 096, 000 55, 728, 000 
BF ON I TG cdi cub dé dgn bh Octo aspen teessne None None None 
} 
4. ONL i 6 bites 9 adil sdk eg 4. ek ch dR | 3, 648, 000 4, 717, 000 | 61, 418, 000 
1 


1 Sol-Libano RR. 
2 Levisa RR. 


3 Actual July-December 1957 royalties plus estimate January-June 1958 at revised rates. 
Note.—Annual royalties increase if additional metals are recovered and sold. 


The above comparison clearly shows that the total expenditures under the pro- 
posed revision of the Freeport contract exceeds $69 million compared with total 
expenditure under the proposed Bethlehem ore purchase plan of some $26 million. 

Our estimate of construction costs for the extraction of Bethlehem ores was 
presented to you in our report of December 30 as a result of our Mr. Engel’s visit 
to the property in company with Bureau of Mines’ Mr. Gardner. Depending 
upon the method of extraction used construction costs for the extraction of Beth- 
lehem ores, as shown on page 7 of our December 30 report submitted to you would 
be not less than $3,734,608 nor more than $7,638,746. Subsequent estimate indi- 
cated initial outlay might be as low as $2,310,000. The report first referred to 
above estimates those construction costs at $8 million. 

The report submitted to you also shows extraction costs for Freeport ores to 
be estimated at $0.85 per ton. We estimate that at the present time they would 
be no higher for the Bethlehem properties, possibly less, because of the more 
favorable terrain. 

It is conceded that transportation costs of ore will vary between ore bodies 
depending primarily upon distance the ore must be transported from the point 
where it is mined to the location of the processing plant. The various trans- 

ortation costs are shown in the report I sent you with my letter of December 30. 

nasmuch as the costs are shown on a per-ton basis for each mode of transporta- 
tion, it is a simple matter to estimate transportation costs from each individual 
ore body after the distance of the ore body from the processing plant and the 
mode of transportation is established. 

The summary on page 3 of the first above mentioned report shows costs of 
Freeport ore to be $2.09 per ton, and the most favorable cost for Bethlehem ore to 
be $2.19 per ton. These estimates are based on extraction costs of $0.85 per 
ton for Freeport and $1.35 for Bethlehem, the latter at a $0.50 per ton apparent 
disadvantage. If we assume that the cost of separating the ore from the ground 
in both instances is the same, and we can see no reason why it should not be, then 
the comparative cost of the Bethlehem ore would be $1.69 per ton as opposed to 
cost of Freeport ore at $2.09 per ton, as shown in the GSA report. 

There are other important points which the summary of the report in your 
hands apparently overlooked. 

As the summary above indicates, the utilization of Freeport ores to the Nicaro 
reduction plant will require future capital expenditures of about $1,600,000 within 
the next 2 years, and an additional $5,700,000 beyond that time. As of this date, 
only approximately 3,400,000 tons of Freeport ore can be transported to the re- 
duction plant without the aforesaid further capital expenditures, and without 
additional provision for water pipe lines, development drilling, mining camps, 
and shops, etc. We know of no reason why necessary capital expenditures con- 
nected with the extraction of Freeport ores should be omitted in the presentation. 

Briefly summarized for the long-range mining program Freeport royalty rates 
are higher than Bethlehem $62,472,000 versus $18 million; Freeport capital costs 
of construction to make use of its ores are higher than Bethlehem, $7,311,000 
versus $6,566,000 (the method shown in our report of December 30, 1957 which 
provides the lowest per ton transportation costs over the period.) 
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‘Operating costs for Bethlehem ore transportation are estimated to exceed Free- 


port’s by some $12 million over the 20-year period. Thus, for 2,500,000 tons per 


year Bethlehem’s ores cost less than Freeport’s newly proposed ore rates by 66 
cents per ton, or $1,650,000 per year. 
Very truly yours, 


H. C. Witpner, President. 

Mr. Beynon, I think it is agreed upon that arrangements are going 
to have to be made for either Freeport ores or Bethlehem ores as you 
have stated in order to operate the plant for 20 years or more. I 
have a memorandum here dated January 20 of this year from Mr. 
Sherman A. White, general manager, to Carl T. Linderholm, resident 
engineer at Nicaro, in which he points out the urgency of making a 
decision in the near future to either build a railroad into Freeport’s 
Sol-Libano area or make arrangements to mine the Bethlehem ore. 
The operator apparently agrees on the urgency of making this decision. 
He points out that indications are that Freeport ores are deficient in 
iron content, as are the Government ores, a consequence of which is a 
substantial loss in nickel recovery. I would appreciate your comments 
on the urgency suggested by this memorandum. 

Mr. Beynon. Well, I think that is a decision that is going to have 
to be made. That is, we are going to have to start looking for further 
ore supply in the very near future. Otherwise we are going to have a 
plant there that before too long will be out of an adequate supply of ore. 

Now, there is one thing that I will say that we have much more 
information now. on the Bethlehem ore than we have on the Freeport 
ore. We have never check tested any of the Freeport ore in these new 
areas and the figures that they have given us indicate that the ore 
where we will have to go from here on out will have a low iron content, 
the same as the Government ore does, 

Mr. Brooks. This affects the recovery of the nickel. 

Mr. Beynon. This affects, very seriously, the recovery of the nickel. 
An ideal combination would be the Bethlehem ore and the Govern- 
ment ore. We could blend those two ores together, which would 
raise the iron content of the Government ore and, I think, would make 
& very great improvement in the recovery of the nickel from the 
Government ore. 

Mr. Brooks. I understand that thé Government is completing its 
railroad to the Ramona area ores. These ores were acquired by the 
GSA in 1952 and 1953. I am advised by the Bureau of Mines that 
the total cost of the ore, including the mineral rights, surface rights, 
and exploration, averaged 12 cents a ton. Now, Mr. Beynon, Free- 
port Sulphur Co., in a rather exhaustive brief, is highly critical of the 
money GSA has spent in making these Government ore bodies acces- 
sible. The brief goes on to claim that the cost of obtaining the Gov- 
ernment ore is so great that virtually no saving will be effected. We 
would be interested in having your opinion as to whether or not you 
feel that the GSA was prudent in building this railroad to its own ores? 

Mr. Beynon. Well, I certainly think it was. These ores were 
Government owned; they have already been paid for; and the only 
way to get value out of them is to prepare to drill the ore. 

Now, Mr. Floete told you today that the total expenditures and 
commitments for building this railroad were $3,676,786. Now, 
actually, that includes a lot of equipment which will be used in 
mining. It includes all of the equipment which we are now using 
to extend the railroad. The cost of the actual railroad extension is 
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$1,915,459. That is the cost of the railroad to date, and we estimate 
it will cost $120,000 more to complete it. Now, the rest of the items 
include such things as one locomotive, heavy-equipment access road, 
equipment required for railroad construction, temporary building 
for construction purposes, camp building, and furnishing facilities 
and equipment. 

Those are things that will have to be expended, not matter where 
you go to mine your ore. But the actual cost of extending this rail- 
road is around $2 million, so that it will pay for itself within a year. 

Mr. Brooks. Then you think it is wise? 

Mr. Beynon. I sure do. 

Mr. Brooks. I understand this railroad was constructed not only 
for the purpose of making these Government ore bodies accessible, 
but also to make certain ore bodies of Freeport Sulphur Co. accessible. 

Mr. Beynon. That is right. It goes right through their ore bodies, 
and our platforms are there, and we are presently, on this extended 
road, mining some of their own ore and moving it right now. 

Mr. Brooks. Did Freeport support your efforts to recommend that 
this railroad be built? 

Mr. Beynon. No; they wrote us letters in opposition to building 
it. They said it was an unjustified expense to the taxpayers. 

Mr. Brooks. The Freeport Sulphur brief indicates that the GSA is 
willing to go out and buy nickel ores with a content of only 1.1 and 
1.2 percent, and, to support this allegation, they cite certain con- 
tracts entered into by the GSA. I was wondering if you would com- 
ment on this allegation for us. 

Mr. Beynon. Well, I think that comes about by reason of the 
fact, that, under mining practice, we have a cutoff point of 1.1. In 
other words, I assume that when this ore was measured that we 
bought, whenever it got down to 1.1 we didn’t measure from there 
on out. What we are interested in, of course, is the average of the 
nickel content of the ore. In our mining of the Freeport ore, we have 
the same cutoff point, 1.1. Actually, I believe that at various times 
they have asked us to reduce that to 0.9, a cutoff point of 0.9. 

Mr. Brooks. Had you done that, you would then have been paying 
them for ore that went from 1.1 on down to 0.9? 

Mr. Beynon. That is right. 

Mr. Brooks. This is what they have, in the past, requested? 

Mr. Beynon. That is right. 

Mr. Brooks. There seems to be no doubt that Freeport has some 
merit in its contention that the nickel content of the ore is a vital 
factor in determining its worth. 

Mr. Beynon. It is. 

Mr. Brooks. In a little while we will have our witness, Mr. Gardner, 
from the Bureau of Mines, to explain to us the relative merits of the 
various ores, including those owned by the Government, Freeport, 
and Bethlehem. It may be that further exploration will be necessary 
before GSA can prudently enter into a contract. 

You seem to be making some progress on the exploratory drilling 
now. Before we hear Mr. Gardner’s testimony, I would like to ask 
you, Mr. Beynon, to comment on the contention of Freeport Sulphur 
that the Government is taking Freeport ores for the expanded capac- 
ity of the Nicaro plant, without any legal right to do so. 
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I gather that the plant at the time of the contract had an annual 
capacity of 30 million pounds, but after its expansion its capacity has 
become almost 52 million pounds, which means the Government is 
now taking about 45 percent more ore than it did prior to the expanded 
capacity. Of course, that means it runs up to about 2% million tons 
of ore a year. It means that Freeport royalty payments have been 
increased by a rate of $1,800,000 a year. 

I was wondering, Mr. Beynon, if Freeport had objected to receiving 
this extra royalty payment, or what their position has been on that, 
as expressed to you. 

Mr. Beynon. Well, I think they have claimed consistently that 
we have no legal right to take ore over and above the capacity of the 
original plant. 

Mr. Brooks. First, have they accepted this royalty payment? 

Mr. Beynon. Well, they have billed us for it right along. 

Mr. Brooks. They have cashed the checks? 

Mr. Beynon. They have accepted it. All they need do is advise 
us if they don’t want to take it. 

Mr. Brooks. Do you feel acceptance of the money is a waiver of 
any objection they might have to your utilizing that ore you are 
paying them for? 

r. Beynon. Of course, that is a legal conclusion. I think it would 
be evidence of that. 

Mr. Brooks. Mr. Beynon, if you had free rein to solve this ore 
controversy, what would you do? You have been working at it a 
couple of years now. We are interested in the public interest, as 

ou are. I, unfortunately, don’t own stock in National Lead or 
reeport—lI wish I did—so, I am objective about this. 

Mr. Beynon. Well, I don’t, either. I have no personal feeling in 
this matter, although Freeport Sulphur may think i have. As I said 
before, it is fundamental that any mining plant have an adequate 
supply of ore. That is fundamental, and when I see the tremendous 
deposit of ore that is right there at our doorstep and the quality of 
it and the accessibility of it, and the fact that it is in one contiguous 
body where you don’t have to jump around from one little knoll to 
another, you don’t have to take a new stand and set up all of your new 
ae can go over there to Bethlehem, and we can establish 
a headquarters there with a machine shop and barracks and a water 
supply, and it is there for the life of the plant, and I think that is worth 
a lot. 

if [ had it, if it was my plant, I would make the best deal I could 
today, which I think is a better deal than they have offered us. I 
would make the best deal today with the Bethlehem people and I 
would close the supply of ore for this plant and I would end all of this 
controversy, and that is the thing that needs to be done in my view. 

Mr. Brooks. Well, Mr. Beynon, that seems to be a concise state- 
ment of what yqur decision would be. I might add neither do I own 
any stock in Bethlehem. They have just about closed down the ship- 
yard they have in my hometown and fired my cousin. That is the 
gospel truth. They laid him off. I think he is selling drug goods now 
and working hard at it. At this time I would like to interrupt your 
testimony, Mr. Beynon, to get the testimony of Mr. McGann and 
Mr. Gardner of the Bureau of Mines. We will have that testimony 
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before we have further testimony from you on this proposed sale or 
lease. We will excuse you now and want to thank you for your 
testimony. If you would stand by, we would like to continue with 
you later. 


FURTHER TESTIMONY OF JAMES P. PINKLEY, EXECUTIVE 


DIRECTOR (NICARO ene GENERAL SERVICES ADMINIS- 
TRATION 


Mr. Pinkuny. Mr. Chairman, I wonder if | might clarify one 
item of information that has been given. 

Mr. Brooks. Colonel Pinkley, we would be pleased to have you 
clarify any point you think needs clarification. 

Mr. Prnkuey. In regard to this memorandum of April 18 addressed 
to Mr. Townsley by the Comptroller: 

Item No. 1: The source of the information on the $500,000 tax, transfer tax or 
recordation fee. 

I believe it was Mr. Brooks of the Comptroller’s Office who did call 
me. 

Mr. Brooks. Please get that right. 

Mr. Pinxury. He did call me and Mr. Beynon was out of town and 
he was preparing this memorandum and he asked me if there was any 
other cost, if there might be any other cost in addition to the bare $18 
million purchase price, and I stated that normally in Cuba there being 
no regular real-estate tax that in the transfer of real estate that there 
was a recordation fee and a transfer fee and he asked me what it 
might be and I told him I had no idea, it might be $50,000, it might 
be $500,000. 

Mr. Brooks. So he used the figure $500,000? 

Mr. Pinxuey. I rather suspect. Well, we may have agreed, in 
asking ODM for this fund that we should increase it by a sufficient 
sagen. I did not, however, ever state that we had agreed to pay 
that. 

Mr. Brooks. Well, we appreciate that clarification. 

Mr. Pinker. Because I have no way of knowing that. 

Mr. Brooks. Was there any other point that came to your mind in 
the testimony. 

Mr. Pinxuey. | think there was one other reference. I believe I 
also did furnish the figure of $1,621,000 which was the estimate of the 
cost of the railroad expansion to Sol Libano. 

Mr. Brooks. That was on the correction letter that he sent? 

Mr. Prinxuey. That is right. I did not furnish the figure of 
$5,690,000 for the Levisa Railroad because I never saw that. 

Mr. Brooks. Thank you very much, Colonel. 

Mr. Gardner, you have been known for some 40 years as Ed 
Gardner. He is not too fond of the name Eugene D., Mr. Ed Gardner. 

Do you swear the testimony you are about to gite before the sub- 
committee will be the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. Garpner. I do. 
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TESTIMONY OF EUGENE D. GARDNER, MINING ENGINEER, 
BUREAU OF MINES 


Mr. Brooks. Will you be seated, sir, and before we have the bene- 
fit of your very expert opinion, we would like to know a little bit 
about your background. I know that you have worked for the Bureau 
of Mines for 40 years, and from 1949 until 1955 when you reached 
retirement age you were chief mining engineer for the Bureau. 

Also I understand you have written several professional articles and 
books and traveled extensively over the world. Now, at this time 
we would like for you to point out those salient features of your own 
education and professional background if you would, sir. 

Mr. Garpner. I graduated from the University of Utah in 1906 
in mining engineering and I was awarded the degree of engineer of 
mines from the institution in 1915. From school I went to Brigham 
and worked for a mining company, Utah Apex, for 5 years. 

I started in as asampler. We had a depression in 1907 and I went 
to work as a miner, then I went on up as shift boss, engineer, chief 
engineer, and assistant superintendent. Then I took a job as a 
mineral examiner for the Forest Service in 1911 in Montana and 
northern Idaho. I examined mining claims and made mineral classi- 
fications of land and assessed mineral values of forest lands. I trans- 
ferred to the Bureau of Mines in 1918. I had charge of the mine 
rescue corps and worked on dust and ventilation studies in the West. 

In 1922, I went to Tucson, Ariz., as a mining engineer. M 
territory was west of the Mississippi and after a couple of years 
was also superintendent of the station down there and directed 
administratively the research work in the Tucson station. 

My first work was mining research investigations, drilling and 
blasting underground and surface mines. The Bureau of Mines 
started a series of papers on mining methods and costs and milling 
methods and costs. 

I organized the program and arranged for the papers on mines and 
mills west of the Mississippi, and then later wrote bulletins on the 
general mining methods in the Western States, drilling and blasting 
in underground mines, open-cut mining, copper mining in North 
America, and a great number of other subjects. 

This work continued until 1939 when the Bureau of Mines started 
the strategic mineral program to develop supplies of scarce and 
strategic minerals for the defense program. 

I directed that program west of the Mississippi. I might add 
incidentally that the program was very successful and substantial 
supplies of strategic minerals came into the war program later. I 
was transferred to Rolla, Mo., in 1942 as regional director. The 
Bureau was reorganized again, and I administered the mineral affairs 
of 18 Central States and Alaska. 

While I was there as regional director, I took a foreign assignment 
in the North African area for the State Department and made surveys 
of mineral possibilities in the north African states. 

When I came back, the Bureau had been reorganized again and I 
was assigned as Chief of the Mining Division of the synthetic minerals 
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program. My associates and I developed a method of mining oil 
hate underground and perfected new procedures for taking out the 
shale which proved that it could be mined at a cost that an oil-shale 
industry was commercially feasible, I was appointed chief mining 
engineer of the Bureau of Mines in 1949; my duties pertained to all 
mining, mostly on the research side. 

Presently I call myself consulting engineer, 200 North Wayne Street 
Arlington. I am a registered engineer in the District and pr esently 
I am on the Bureau of Mines payroll on a per diem basis when actually 
employed. I came back a little over a year ago to make a study of 
royalties for the General Services Administration. I am now com- 
pleting a report for the GSA, the title of which is ‘‘Nickel Ore Reserves 
Available to Processing Plant of Cuban Nickel Co., Oriente, Cuba, 
and Estimated Mining and Transportation Costs.” 

I directed for the Bureau of Mines out of Washington the exploration 
and drilling done by the Government in the Nicaro area. Since | 
have been retired from the Bureau, I have done consulting jobs pretty 
well all over the world and in the United States. 

Mr. Brooks. Well, you have had a very impressive and rich and 
varied background in the mining field and undoubtedly you are well 
qualified as an expert witness. 

Now, during Mr. Beynon’s testimony, we pointed out, sir, some of 
the misrepresentations and misunderstandings that have been made 
in determining the capital cost per ton in mining various ore bodies. 

Now, such capital costs would include, as I understand it, the 
acquisition cost, or ore royalties if: ore bodies were not purchased, 
construction and equipment costs necessary to mine the ore, the cost 
of mining, and the cost of transporting the ores to the nickel plant. 

Now, | understand that you have recently made a study of these 
costs in connection with the Government ore bodies, the Freeport ore 
bodies, and the Bethlehem ore bodies. The subcommittee has re- 
quested you to appear here today to give us the benefit of your compu- 
tations, derived from your recent studies, and we would be happy if 
you could at this time proceed along that line. One minute before 
that, I might reintroduce to you Mrs. Dwyer, the very able Republican 
Member of this Congress who is a very active member of this sub- 
committee who was out for just a moment with some of her very fine 
constituents and I wanted to be sure that you had met her. She has 
been here all day, working very closely with us. If you would go 
ahead and proceed now, we would be grateful. 

Mr. Garpner. The summary of that report you have mentioned, 
I have before me. The job assigned me by the GSA was concerned 
with the ore supply for the Nicaro plant during the next 20 years. I 
have tabulated the various areas or groups of claims which would 
be mined as units. 

The Ocujal-San Juan group, where the mining is now being done, has 
been mentioned. The Government owns the adjoining Ramona, 
Norma, and the El Cituron-Luz groups. The ore from these areas 
will be hauled over the railroad now being built into the Ramona. 
The ore on these Government claims, some 13 million tons, will average 
about 1.443 in nickel; this ore, with the remaining ore of the San Juan, 
would not be sufficient to run the plant for 10 years. The Sol Libano 
group, belonging to Freeport, has been mentioned as an additional 
source of ore to supply the plant for 10 years, or to the end of the 
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Freeport contract. The supply for the next 10 years would either 
be from Mayari or from the Levisa River area. A group of claims 
on the Levisa, called the Levisa-Marti, contains 28 million tons of 1.41 
nickel, which, with the ore from the other groups mentioned, would 
supply the plant for 20 years. The Levisa-Marti group consists of 
Freeport claims, one claim owned by Bethlehem, and a group of claims 
belonging to the Cuban Nickel Co. 

The Cuban nickel ore, comprising 3 million tons, only contains 
1.25 percent nickel. It appears from calculations that more profit 
could be made by not mining this ore at this time and taking the full 
requirements for the plant from the other claims and pay a royalty 
no more than what is being paid at present. The group without the 
Cuban nickel claims is called the Marti-Mandinga, which contains 
25 million tons of ore that runs 1.444 nickel. The assay, supplied by 
Freeport on the 9,400,000 tons of the Sol-Libano group, is 1.455 nickel 
and 35 percent iron. 

The ore in the Government groups, Ramona, Norma, and El 
Cituron, is some 12 million tons. About 50 million tons will be re- 
quired for the next 20 years. The remaining 38 million tons of ore 
could come from the Ocujal-San Juan, El Libano, and the Marti- 
Mandinga. This same tonnage, also, could be acquired at Mayari. 
Other ore bodies that are not fully drilled occur in the Levisa area, 
and could be mined, 

I have made an engineering analysis of the cost of mining the ores 
on various groups mentioned. The present mining costs at the 
Ocujal-San Juan is direct cost, 65 cents; a royalty, $1.74; amortiza- 
tion, $0.25 (only Ocujal-San Juan share of the Ramona railroad), on 
a total mining cost of $2.64 a ton. 

The total mining cost of the Ramona is estimated at $1.19 a ton. 
This includes full amortization of the Ramona railroad, plus the pur- 
chase price of the ore, amounting to 70 cents per ton. The direct cost 
was 49 cents. The Government will make $1.45 a ton more by mining 
the Ramona ore than it would by mining the San Juan ore and paying 
the royalty. 

A comparison has been made with the Freeport ore to that which 
might be purchased from the Bethlehem Steel Corp. on the Mayari 
Plateau. 

The mining cost at the Marti-Mandinga, in the Levisa area, as 
I have figured it, is direct cost 57 cents, and a 19-cent amortization 
cost, making a total of 76 cents, without purchase price or royalty. 

The Government has a contract with Bethlehem for acquiring the 
ore on the Mandinga claim in the Levisa area at a royalty rate to be 
mutually agreed on. There is no option on the Freeport ore in the 
area. The direct cost of mining the Mayari ore is estimated at 84 
cents a ton. The hauling distance from the center of the ore body 
under option to the Nicaro plant is about 20 miles, against 14.6 miles 
from the Ramona. The total estimated mining cost at Mayari is 
$1.10, exclusive of purchase price. 

I have no figures for the grade of the 38 million tons of ore that we 
might get from Mayari. The first drilling done there by the Govern- 
ment on new ground indicated some 13 million tons that would run 
1.493 percent nickel and 40 percent iron. The geological evidence is 
very good. 

Mr. Brooks. Was that 4 point 
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Mr. Garpner. 1.493. A lot of that was 1.5. The geological indi- 
cations are good that 38 million tons of that grade ore can be developed. 
But it has not been done, at the present. 

The tentative cost of the Mayari ore body is $18 million; 38 million 
tons divided into $18 million would give a purchase price of 47 cents 
a ton for the Mayari ore. The interest charge—straight interest at 
4 percent—would be 23 cents a ton. Therefore, the total cost of 
the Mayari ore, mining cost, amortization on the capital cost of 
facilities, plus cost of the ore, would be $1.80 a ton. The estimated 
cost at the Marti-Mandinga, exclusive of royalty or purchase price, 
is 76 cents. An equal profit, therefore, could be made on the same 
ct of ore at Mayari as the Marti-Mandinga and pay $1.04 royalty. 

he Marti-Mandinga iron content is 34 percent, as compared to 40 
at Mayari. An ore with 38 percent iron is desirable at the processing 

lant. A higher extraction could be expected from the Mayari ore, 

ut no definite figures are available. However, for every 1 percent 
better extraction, it would increase the profit in exploiting the ore 
20 cents a ton. Profitwise, a 2 percent better recovery would in- 
crease the relative value of the Mayari ore 40 cents. 

If 38 million tons of nearly 1% percent nickel ore can be obtained at 
Mayari, the relative profit that could be obtained by mining the 
Mayari over that at Sol Libano would be 93 cents a ton with nickel 
at 74 cents. There would be no question but that it would be more 
profitable to mine the Mayari ore of this higher grade with the same 
percentage of recovery, and a possibly higher extraction would in- 
crease the difference. 

It would look to be a wise move to buy the Mayari ore body, but, 
being an engineer, I wouldn’t O. K. the purchase until the ore drilled 
outs 

Mr. Brooks. Well, thank you for that very informative answer. 

Now, yesterday, Mr. Gardner, you were furnished with a copy of 
the memorandum prepared by the GSA Comptroller, and General 
Counsel, which purports to likewise make an analysis of the capital 
cost per ton of Freeport and Bethlehem ores. 

Since you have had an opportunity to examine this memorandum, 
we would appreciate it if ro would point out any inaccuracies that 
you might have discovered in that memorandum. 

Mr. GarpNneR. The arguments presented from page 

Mr. Brooxs. Would you like me to furnish you a copy of that 
memorandum? 

Mr. Garpner. I have one before me. 

To the middle of page 1, I prefer not to comment on. It is argu- 
mentative, and I haven’t got enough background to actually talk 
about some of the things. 

Beginning at the middle of page 10, the method of figuring royalty 
is outlined. 

Mr. Brooks. Pardon me, sir. 

Are you referring to the memorandum 

Mr. Garpner. Memorandum of Nicaro Nickel Co. concerning ore 
contract, is that the one you mean? 

Mr. Brooks. No;I meant the memorandum prepared by the Gen- 
eral Services Administration, by the Comptroller and the General 
Counsel. It is not a long memorandum. 

Mr. Garpner. I think I have seen that; yes. I have that before 
me. 
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What did you ask? 

Mr. Brooks. I didn’t ask anything specific. I know you have had 
a chance to look it over. I wonder if you would give us any in- 
accuracies you think it might reflect since you, eoutedl have made a 
very exhaustive study of this matter. 

Mr. Garpner. I am quoted that the capital cost at Mayari would 
be 8 to 10 million dollars, and I never made a definite, complete 
estimate until just recently. My estimate now is $7,122,000. 

Mr. Brooks. Did you notice any other inaccuracies in this state- 
ment? 

Mr. GarpNER. On page 2, he comes out with purchase price of 45 
cents per for 40 million tons. My figure is 47 cents for 38 million tons. 

I know nothing about that $500,000 item. 

The extraction costs he gives at $1.35. My figure for that is $1.10. 
The total shown is $2.19 a ton for 40 million tons. My figure for 38 
million is $1.80, including the purchase price with interest. 

Mr. Brooxs. Now, I wondered would you think we got a lot of 
valuable advice in that memorandum that you would want to rely on? 

Mr. GarpNerR. What is that? 

Mr. Brooks. I said, do you think you would want to rely on this 
type of a memo? 

Mr. Garpner. Well, no; I wouldn’t put much reliance on it. 

Mr. Brooks. Now, in a brief filed by the Freeport Sulphur Co.— 
that is a substantial-sized brief—with 43 pages in it, sir. They indi- 
cate that the GSA was reckless with the taxpayers’ money in building 
that railroad to the Government ores at Ramona. The brief states— 
The Government will, under the most conservative estimate of delivering ore from 
the Government’s property, save only 1.4 cents per ton of ore as against the 
present cost of taking Nicaro Nickel Co. ore, and this small margin—this savin 
will be wiped out if the Government’s cost of operating the railroad is increase 
by a slight margin. 

Now, is that accurate? 

Mr. Garpner. No. I have estimated the relative mining costs 
and instead of 1.4 cents, I come out with a figure of $1.45 more profit 
a ton to be made by mining the Ramona ore per ton over that from 

reeport’s Ocujal-San Juan Mine. 

‘ewe Brooks. You find there would be a saving of what or a cost of 
what? 

Mr. GARDNER. $1.45 a ton. 

Mr. Brooks. It would be a saving? 

Mr. GarpNer. Yes. 

Mr. Brooks. Rather than 1.4 cents? 

Mr. GarpDNER. Yes. 

Mr. Brooks. This is a considerable difference; 

Now, Mr. Gardner, another topic of controversy in regard to ore 
bodies has been the relative nickel and iron contents and their economic 
consequences. 

Several weeks ago Mr. Langbourne Williams very kindly furnished 
me with a table which rather persuasively demonstrates it is cheaper 
to pay $1.70 a ton with ores of nickel content of 1.42 and up than it 
would be to receive almost free of charge ores with a nickel content 
of 1.2 to 1.25 and downwards. 

In fact, the Freeport presentation on this point was so persuasive 
that it seemed to me that the Government shouldn’t be buying ores 
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of such a low quality for processing at the Nicaro nickel plant. And 
I think it is very important that the Government has an accurate and 
good idea of what it can expect from these ores by an analysis of these 
ores before they are purchased. 

I am informed that you have made a study of the nickel and iron 
content of the various ore bodies, some proven and some indicated, 
and at this point, would you give us the figures as applied to the 
Government’s ores at Ramona, the Freeport ores at Sol Libano and 
Levisa, and the Bethlehem Mayari ores? 

Mr. Garpner. I agree with the memorandum, that is would be 
more profitable to mine a 1.45 ore and pay the royalty than mine the 
Government ore with 1.2 percent nickel. 

However, I know of no plans for mining ore of that grade at Nicaro. 
The Ramona ore, in grade, is quite comparable to the Ocujal-San 
Juan. The El Cinturon Luz ore has only 1.31 percent nickels how- 
ever, it is more profitable to mine this lower grade ore and truck it 
off from a high plateau at a total cost of $1.87 a ton, as compared 
with the $2.64 current cost of the ore from the San Juan. That is, 
57 cents a ton more profit would be made by mining this ore on the 
plateau with 1.31 percent nickel than is made on the Ocujal-San 
Juan 1.44 percent ore. 

Mr. Brooxs. Do you have the iron and nickel content, both 
figures? 

Mr. Garpner. Yes; the iron of this top ore is 41 percent. 

Mr. Brooks. On which ore? 

Mr. Garpner. The one on the Mayari plateau, that runs 41 per- 
cent iron. This ore would have an advantage if mixed with the 
Ramona ore to bring up the average iron content of the ore going to 
the plant. 

Mr. Brooks. Now, is it true that the content of iron affects the 
recoverable nickel? 

Mr. Garpner. In the present flow sheet of the Nicaro plant it 
does. The ore is reduced to make the nickel soluble and the iron is 
reduced to magnetite, which is magnetic. The ore is finely divided 
and a magnetic method of floccuation is used to promote settling of 
the fines in the leaching tanks. The underlying serpentine ore con- 
tains earthy minerals which are not magnetic and it takes a longer 
time to settle. Therefore, the capacity of the plant is higher with 
a high iron ore, or if the same amount of feed is put through, the 
extraction drops off with a low iron ore. 

Mr. Brooks. Did you have a couple of questions, counsel? 

Mr. Townstey. Yes. 

In the Sol Libano and Levisa, the ores that it would be necessary 
to go into to operate the plant for 20 years, they have a certain nickel 
content and a certain iron content, according to the information that 
has been made available to you? 

Mr. Garpner. Yes. The Marti Mandinga contains an average of 
34 percent iron, that is lower than they need in the plant, or at least 
lower than what they would like to have. 

Mr. Townstey. And the Sol Libano? 

Mr. Garpner. As given by the Freeport Sulphur it contains 35 
percent iron. 

Mr. Townstey. What about the nickel content? 

Mr. Garpner. Sol Libano nickel content is 1.445. 
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Mr. Townstey. And the Marti? 

Mr. Garpner. The Marti Mandinga average 1.444. 

Mr. Townstey. The Government ore in the Ramona area which 
now accessible, you have the figures for that? 

Mr. GARDNER. Ramona is 1.441. 

Mr. Townstey. And the iron? 

Mr. GARDNER. 33; that is what has them worried there. 

Mr. Townstey. Your figures from the Mayari, you mentioned 
that you had indicated tonnages of 38 million tons which would 


operate the plant for the 20-year period considering the Ramona ores 
to be utilized. 


Mr. Garpner. Yes. 

Mr. Townstery. Do you have the content figures for those ores? 

Mr. Garpner. The iron would be better than 40 percent. 

Mr. Townstey. And the nickel? 

Mr. GarpNER. Well, as I stated, we have not had the 38 million 
tons drilled out. We do not know. 

Mr. Towns.ey. How many tons do you have actually? 

Mr. Garpner. The drilling done last year on the fringe, and on 
the points sticking out, developed 13 million tons that assayed 1.493. 

Part of that ran over 1.5. 

Mr. Townstey. You made an estimate of 38 million tons which 
means for 25 million tons you have made an estimate on the basis 
of the area you have actually drilled? 

Mr. GarpNER. What is that? 

Mr. Townstey. You mentioned 38 million tons of ore in the 
Mayari area, around the fringe areas, that you had actually drilled 
about 13 million tons. 

Mr. Garpner. We have only actually drilled out about 13 million 
tons. 

Mr. Towns.ey. Well, is it an estimate that you will have compar- 
able content for the other? 

Mr. GarpNer. Well, it is an inference. The geological indications 
are excellent that we can get another 21 million tons there of com- 
parable grade, but it has not been drilled out. 

Mr. Townstey. In the Government ores, Ramona, they have been 
drilled? 

Mr. Garpner. They have been drilled out. They have been 
drilled out on a close interval to indicate the attitude of the beds for 
mining purposes. 

Mr. Towns.tey. Have the Sol Libano and Marti ores been drilled 
out? 

Mr. Garpner. They have been drilled by Freeport. 

I do not know how close the holes were. 

Mr. Brooks. From your study, Mr. Gardner, what would be your 
recommendations to the Government or to a private purchaser of 
the Nicaro plant in making arrangements for having adequate ore 
reserves to operate the plant for 20 or more years? 

Mr. GarpNner. Well, my recommendations would be to get the 
drilling done up on the Mayari and get as good a contract as we could 
from Bethlehem. It does not appear likely that the Freeport contract 
will be modified but I could not recommend that they purchase the 
Mayari ore at this time because that $18 million investment is a 
rather large one and I would like to see the ore actually drilled out 


—. 
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before it was bought. I certainly would stress that drilling be com- 
pleted and try to get some arrangement with Bethlehem to deliver us 
38 million tons of ore of 1.493 percent grade. 

I would want at least a 1.44 ore. That is what I have been figuring 
in making cost estimates, but if we could get a 1.493 percent ore as 
indicated by that drilling, the higher relative worth of the Mayari 
ore would be increased from 56 to 93 cents per ton and then there 
would be no question of where we should buy it. 

Mr. Brooxs. Now, Mr. Gardner, you have probably heard Mr. 
Beynon state that they were continuing their drilling in that area in 
an effort to get a more accurate analysis of that and I wondered from 
your own broad background how long would it take to get a pretty 
good indication of what that 38 or 40 million ton ore content would be. 

Mr. Garpner. It would take quite a few months. The disturbed 
conditions down there have prevented drilling for several months. 
Probably with enough drills in it would take about 4 months. 

I believe that the Bethlehem has been doing some drilling too, and 
may have some ore drilled out that also could be included. 

Mr. Brooxs. Now, I have here a 38-page report dated April 5, 
1957, which, among other things, points out evidence as to the custo- 
mary royalty rates in the metal-mining industry, and in your report 
zon compared these customary rates with the royalty rate paid to the 

reeport Sulphur Co. by the Government. Do you recall that, sir? 

Mr. GARDNER. Yes, sir. 

Mr. Brooks. And I would like at this time for you to give the 
sources used in your study and the conclusions that you reached after 
your independent study of this matter. 

Mr. Garpner. I made this study at the request of GSA, with the 
viewpoint that I was making a report for a client who would be 
interested in buying the property, the Nicaro enterprise. 

The method of computing royalties and the amount of royalties paid 
vary greatly. The royalty rate usually, of course, is agreed upon by 
negotiation between the parties concerned. Established rates in a 
region, however, may have a bearing on the royalty agreement. I 
do not know of any royalty agreements elsewhere that are directly 
comparable to the one at Nicaro. 

This agreement is unique inasmuch as a royalty must be paid for 
all nickel in the ore before it is mined on the quoted price of nickel 
plus transportation to Pittsburgh, Pa. This amounts to 8.2 percent 
of the value of the nickel of the ore in the ground before it is mined. 
The average recovery for the last few years at the plant has been 
around 75 percent. 

However, while the royalty is paid on the 74-cent-plus price, the 
Government gets 70% cents a pound for the nickel in the oxide and, 
considering the loss in recovery in the plant, the percentage paid 
Freeport is 11.57 percent of the current price of the metal, in the oxide. 

Actually the royalty paid in the last half of 1956, the latest figures I 
had, was 13.6 percent of gross receipts of the company. This could be 
partly attributable to mining losses and dilution. 

During that period no nickel was sent to the stockpile. That was 
the first period when nickel did not go to the stockpile where some of 
it was delivered at a lower price. The royalty in that period was 43 
percent of the net profit before royalty, with nickel at 65 cents a 
pound, 
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The method of paying royalty in the States, generally used, is a 
percentage of the net smelter returns, that would be for lead, copper, 
and zinc. Sometimes a percentage of the gross is used, but necessarily 
it has to be low to take care of mining and milling, refining and smelting 
costs and also losses during mining and processing. It is not possible 
to make a direct comparison with a royalty for salt or bauxite or iron 
ore or sulfur on a tonnage basis unless a cost is established for the 
value of the ore at Nicaro. 

Obviously, a buyer would only agree to a royalty on which it could 
make money. If it could not make an adequate profit, it would not 
buy the ore. Rates have been cited for sulfur, bauxite, and for oil 
and gas. These royalties are for a percentage price, percentage of 
the sale price of the commodities produced. 

The common rate for petroleum at the well is 12.5 percent of the 
posted price for petroleum and not a percentage of the price of 
gasoline or other products made from petroleum. 

Moreover, no royalty is paid for metal contained in mining or 
processing losses at any other place I know of. It would appear that 
before a valid comparison could be made for sulfur a price would have 
to be established for the nickel ore. 

Mr. Brooks. Mr. Gardner, while the members are here, we want 
to get, if we can, your sources for this data and then your conclusions. 

Mr. Garpner. As I stated, I made the report regarding royalties 
with the idea that somebody might want to buy the Nicaro plant. 
[Reading:] 

A mining company with a treatment plant in operation or contemplating 
purchasing such a plant, would first determine the net returns necessary for 
return of invested capital with interest, plus an adequate operating profit after 
Federal taxes, before establishing a price it could afford to acquire ore for the 
plant either by purchase of the ore outright or on a royalty basis. First con- 
sideration would be given to the invested capital and the risks involved on its 
return. The operating profit required probably would be as determined by the 
board of directors as a company policy. 

Applying these criteria to the Nicaro enterprise in March 1957, consideration 
would be first given to the price situation. During the past 5 years, nickel has 
advanced from 56.5 to 74 cents per pound. The last raise from 64.5 cents to 74 
cents was made on December 6, 1956. 

Three factors are involved in the future price situation: (1) Continued major 
use of nickel in the defense industries, (2) general business conditions, and (3) 
the world supply of nickel.! 


At that time nickel was in short supply, and now it is in oversupplys 
I think the argument is still good. [Reading:] 


Capital costs are of prime importance in negotiating royalty agreements. The 
buyer always faces some risk as of possible price reductions of the metals to be 
recovered or of mounting production costs. A risk also exists at Nicaro that 
a better process will be developed to treat laterite nickel ores and the plant then 
could become obsolete before the capital cost of the plant has been recovered. 

The Government built a costly processing plant at Nicaro; the process to be 
used was unproven. The capital cost per ton of daily capacity on the initial 
investment of $34 million was $8,500; the rehabilitation in 1953 cost another 
$11 million. At 4,000 tons per day, the total cost per daily ton capacity was 
about $11,200 without interest on the investment. 

The Government supplied risk capital to build the plant, which could have 
had a bearing on royalty agreements established in 1942. The process, however, 
presently is successful. The capital expenditure, however, remains a prime 
consideration in formulating royalty agreements at this time. 

The Nicaro nickel plant was built as a national-defense measure. A private 
firm would have to consider a return of capital with interest and an adequate 


1 Quoted from Mr. Gardner’s report of April 5, 1957, p. 33. 
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operating profit for the stockholders, after taxes. The royalty rate currently 
being paid at Nicaro is too high for a private company to make and adequate 
profit on its enterprise. 

A discussion of costs as would be figured by a mining company follows: A 
royalty rate that would be paid by a private company is developed. For the 
purpose of this discussion, production costs at the Nicaro enterprise for the last 
6 months of 1956 are used. It is assumed that the company would want the 
original investment with interest returned in 10 years and want an adequate 
operating profit after taxes. It is further assumed that the nickel would average 
64.5 cents per pound during this period. 

Amortization in the cost of accounting at GSA does not include interest, which 
is a legitimate capital cost. Roughly $34 million was expended to March 1942 
and another $11 million in 1952. The interest on the $34 million at 3 percent, 
1942-52, that the Government pays, would increase the $34 million to $39 million 
in 1952, making a total of about $50 million to be amortized from 1952. A total 
of $14 million has been charged off without interest by the GSA to the end of 1956, 
leaving a balance of $36 million from the $50 million. With 5 percent interest 
over a 10-year amortization period, which a company would figure, the amount 
would be $45 million. The yearly sum to be charged off would be $4,500,000. 

The United States Government, operating the Nicaro enterprise, does not pay 
property tax on that plant in Cuba nor, of course, United States Federal income 
taxes. The GSA accounting. makes no provision for the equivalent of Federal 
taxes in the figures shown as profit. Washington expenses also are not included. 

The average price for nickel sold during the last 6 months of 1956 was 63.628 
cents. (The quoted average metal price was 64.6 cents.) The average cost per 
pound of producing nickel is shown as 50.320 cents, leaving a gross profit of 13.308 
cents per pound of nickel. The calculated royalty with nickel at 64.6 cents and 
75 percent recovery would be 7.021 cents per pound. The gross profit without 
royalty, therefore, would be 20.329 cents. The percentage of profit before royalty 
is 32 percent and 21 percent after royalty. 


The United States Federal income tax that applies to United States 
companies operating in Cuba is 38 percent of the profits made. 

An assumed profit of 10 percent on sales after United States Federal 
taxes would amount to 16 percent of the 63.628 cents of the selling 
price of the nickel production or 10.02 cents a pound. 

The gross profit before royalties was 20.329 cents a pound, a differ- 
ence of 10.309 cents is left for royalty, interest on investment, Cuban 
taxes, and other costs. The actual royalty paid was 7.12 cents a 
pound. A private mining company, probably would have to pay 
Cuban taxes in addition to United States Federal taxes. It also would 
have to include interest on the capital investment. [Reading:] 


Income from sales during the last 6 months of 1956 was $8,812,000 and the cost 
of manufacturing, exclusive of royalty and amortization, $4,951,000. The profit 
before royalty and amortization would be $3,861,000. Amortization, including 
interest of $4,500,000 (one-half year) would be $2,250,000. The indicated profit 
before royalty, therefore, would be $1,611,000. The above figures would indicate 
an 18-percent profit on sales before royalties and taxes. The net profit after 38 
percent Federal tax would be 11 percent before royalties. 

Ten percent of the net profit is customarily paid royalty holders in the metal 
mining industry for ores of low metal content, and where costly processing of the 
ores is necessary, such as at Nicaro. In the above case 10 percent of the net profit 
would be $161,000 or nearly 2 percent of the income from sales. The royalty on 
a yearly basis would be $322,000. 

The net profit after royalty of 2 percent sales would be $1,435,000 or about 15 
percent of sales. The profit after Federal 38 percent income tax would be about 
9 percent of the sales, exclusive of any Cuban taxes. The actual royalty paid 
during the last half of 1956 was $1,158,000. That is during the last half of 
1956 with a 2 percent gross royalty, the company would have 11 percent profit 
exclusive of Cuban taxes. 

In the opinion of the writer 2 percent of gross receipts would be a fair royalty 
for ores of 1.4 percent nickel at Nicaro. Increased price of nickel and improved 
metallurgical recoveries, including the recovery of cobalt and iron from the 
ores, would benefit the royalty holder. 
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Mr. Brooks. Well, Mr. Gardner, I want to tell you how grateful 
we are for your coming down and making your vast knowledge of this 
subject available to this subcommittee. We are grateful to you and 
thank you. 

We would like to announce that the subcommittee will now adjourn 
until 10 in the morning at which time we will hear Mr. McGann, 
than we have a few more questions for Mr. Beynon, very briefly. 
Then we will hear Mr. Harry Wildner, if it is possible for him to stay 
over, and then we will hear Mr. Williams at length on this statement. 

We hope that we can conclude the hearings on this phase of Nicaro 
by noon tomorrow. 

(At 4:40 p. m. the subcommittee adjourned until 10 a. m., Thursday, 
April 24, 1958.) 
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DISPOSAL PROBLEMS OF GOVERNMENT-OWNED 
NICKEL PLANT AT NICARO, CUBA 


THURSDAY, APRIL 24, 1958 


House or REPRESENTATIVES, 
GENERAL GOVERNMENT Activities SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10 a. m. in 

eee New House Office Building, Hon. Jack Brooks (chairman) 
residing. 
r Present: Representatives Brooks, May, Moss, Dwyer, and Reuss. 

Also present: Edward C. Brooks, Jr., staff administrator; William 
E. Townsley, counsel; and John E. Moore, investigator. 

Mr. Brooks. Ladies and gentlemen, please come to order. 

The General Government Activities Subcommittee, having been 
duly organized under the rules of the House of Representatives, and a 
quorum being present for the purpose of taking testimony and receiv- 
ing evidence, is hereby called to order. 

Yesterday morning this Subcommittee began a public examination 
of some operational and disposal problems which have arisen in 
connection with the Federal Government’s $85 million nickel plant at 
Nicaro, Cuba, a new phase of our interest in this vast installation, 
initially expressed in 1956 when we exposed costly favoritism in the 
letting of the $43 million expansion contract there. 

Actually this new investigation is part of this subcommittee’s con- 
tinued dedication to efficiency and economy in the operation of the 
nine Federal agencies under its jurisdiction. The mutual concern of 
this subcommittee’s membership, both Democrats and Republicans, 
in the need for vigilant surveillance of instances of waste and abuse 
of the taxpayer’s dollar has bound us into a harmonious body, deter- 
mined to do our best to see that the Government gives and receives 
just treatment, that it gets full value for every penny of public money 
it. spends. 

That is what has brought us specifically into these Nicaro hearings. 
Our investigation and study prior to these open hearings indicated 
that the Government is paying an exorbitant ore royalty at Nicaro 
to the Freeport Sulphur Co., a royalty which may prevent the Govern- 
ment from getting even a just return when it sells or leases the Nicaro 
plant. 

Of course, we are for a fair profit and for free enterprise. Both are 
American institutions in good standing here. When we buy something 
we hope to sell it for a profit. But we certainly are against profits 
unfair to the Government and enterprise that gets too free with public 
money. 
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The General Services Administration, one of the agencies under our 
jurisdiction, is authorized to dispose of the plant and has made a 
strong but unsuccessful effort to right the royalty wrong which is 
hampering its negotiations. 

If the valuable Nicaro plant is to be commercially attractive and 
the public investment protected, then an adequate supply of ore at a 
reasonable price must be available. Responsible GSA officials have 
not been able to get Freeport Sulphur to agree to an acceptable lower 
royalty, nor have they secured an additional ore supply by buying 
the nearby extensive nickel ore bodies owned by the Bethlehem Steel 
Co. It is our duty to bring the problems GSA faces into public view. 
The Nation has a major investment at Nicaro and we cannot stand by 
and see it jeopardized, nor see the public purse depleted by eager 
private interests. 

Yesterday we heard four witnesses bring out various aspects of the 
Nicaro ore situation, as well as hearing the regrettable revelation of 
how the Freeport Sulphur Co. sent a private detective prying into 
the personal life of Ira D. Beynon, GSA Administrator Franklin G. 
Floete’s special assistant for Nicaro operations. 

We heard Mr. Floete and Mr. Beynon tell many facets of their 
problems with Nicaro. We heard how Freeport gets $1.70 a ton for 
ore similar to nearby ores the Government has secured for less than 
10 cents a ton. We heard how vast nickel-bearing deposits nearby 
owned by Bethlehem Steel can be purchased at a far better rate than 
Freeport offers. We heard Col. J. P. Pinkley, GSA engineer, confirm 
Mr. Beynon’s figures. We heard Ed Gardner, former chief mining 
engineer of the Bureau of Mines, speaking from more than 40 years 
experience in mining problems, testify that if the Government is going 
to get anything near a reasonable price for the Nicaro plant the ore 
royalty must be drastically reduced. 

It was regrettable, however, that our calm, concerned study of the 
Nicaro situation had to be disturbed by such a sordid, yet pertinent, 
revelation as that of the private spying on Mr. Beynon. But our 
businesslike investigation had exposed a chain of evidence which 
revealed that Freeport Sulphur had authorized the firm’s Washington 
attorney and lobbyist, Herbert A. Bergson, to have Carmine Bellino, 
chief investigator of the Senate Labor Rackets Committee, hire a 
private detective to look for dirt in Mr. Beynon’s private life. As a 
diligent Government official, Mr. Beynon had offended by merely 
trying to protect the public interest in negotiating with Freeport 
Sulphur. 

We could not in good conscience conceal this evidence and I feel 
strongly that it is neither ethical nor the commonest sort of decency 
for any private firm to loose a private detective to probe for evil in 
the past of any Government official who dares to stand up for the 
public good. 

The United Press quoted Freeport Sulphur’s Mr. Langbourne 
Williams as saying this sly procedure was ‘‘normal business practice.”’ 
It’s in the same class with wiretapping as an odious, privacy-violating 
way of doing business. Government officials are entitled to do their 
jobs without coming under the shady scrutiny of private detectives 
hired by self-seeking private interests. I was personally shocked. 

At this point, we would like to resume our testimony on the objec- 
tive, factual plane on which we recessed yesterday afternoon. At 
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that time, Mr. Ed Gardner had pointed out to us how substantially 
ore costs would affect the price which the Government would receive 
for its valuable nickel plant. This morning we have as our first 
witness Mr. Paul W. McGann, chief economist for the Bureau of 
Mines. 

While you are standing there for just a moment, Mr. McGann, I 
wanted to say that I see Mr. Gardner is here, and we certainly did 
want to reiterate our appreciation of your testimony yesterday and 
your coming down again today and to point out that your report will 
be made a part of the record, and I think a valuable part. 

Mr. McGann, will you raise your right hand, sir? Do you swear 
that the testimony you are about to give before this committee will be 
the truth, the whole truth, and nothing but the truth, so help you 
God? 

Mr. McGann. Yes, sir. 


TESTIMONY OF PAUL W. McGANN, CHIEF ECONOMIST, BUREAU 
OF MINES 


Mr. Brooks. Will you be seated. 

Before we get into the substance of your testimony, I would like to 
comment briefly on your professional background. I understand you 
have been with the Bureau of Mines since 1950 and have been its 
chief economist for the past 4 years. You have an A. B. in economics 
and took graduate work before World War II. You served in the 
Navy, after which you associated with some colleges—at American 
University you were the acting head of statistics. You taught 
economics for 2 years at the University of California, and spent a 
year working for the Massachusetts Institute of Technology before 
joining the Bureau of Mines; is that correct? 

Mr. McGann. Yes, sir. 

Mr. Brooks. Now, Mr. MeGann, on April 7, 1957, I understand 
you completed a report essentially concerned with the probable effects 
of different royalties on what a prospective purchaser would pay for 
the Government’s nickel plant at Nicaro, Cuba. As we have pointed 
out, the primary goal of this subcommittee is to promote economy 
and efficiency in the Government. Therefore, if the Government sells 
this valuable plant, we are very interested in having the taxpayers 
receive the highest price possible. 

I think it is apparent that the bid of a prospective purchaser would 
be affected by how much he had to pay for the ore. I think this 
effect is considerably more substantial than one would be inclined to 
think at first glance and I note on page 2 of your 1957 report you 
discuss the probable effects of these various royalty payments under 
certain assumptions. A copy of page 2 has been placed in the mem- 
bers’ folders and at this time we would be pleased if you would present 
to us in your own words the significance of these figures from page 2. 

Mr. McGann. Mr. Chairman, the table on page 2 is designed to 
reflect the effects of six variables on the value of the Nicaro plant to 
& prospective purchaser. These six variables are the royalty rate 

aid for the ore, the price of nickel, the percentage depletion received 
»y the prospective operator, the direct costs of producing the nickel 
oxide, plant amortization costs, and the capitalization rate which a 
prospective buyer would consider suitable for his circumstances. 
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The prices chosen for illustration in this table are nickel prices 
ranging from 50 cents to 74 cents, which reflects the range of prices 
of nickel in recent years. 

The percentage depletion rate allowable to a foreign nickel propert 
is 15 percent, but there is a very serious problem in connection wit 
this property, because of its unconventional metallurgy, as to what 
the “cutoff point”? would be (against which 15 percent would be 
allowed). Therefore the computation is carried out here at 2 extreme 
ranges; namely, zero and 15 percent of the assumed gross value of the 
nickel metal; namely, the quoted price. 

The direct costs chosen for illustration in this table were 28 cents 
and 24 cents a pound. These costs are not as high as recent experi- 
ence has indicated for all direct costs and since preparing this table a 
year ago, I have prepared some supplementary computations of this 
same sort to reflect higher realized operating costs. 

The present accounting of the GSA carries plant amortization at 
approximately 7 cents per pound of nickel. This tabular example 
utilizes two alternative figures, 10 cents and 20 cents a pound. There- 
fore, by combining higher direct cost figures and these amortization 
figures, we come pretty close to the present cost figures carried on the 
books by GSA. 

The problem of capitalization rate is treated in this table at two 
example rates; namely, profit after taxes at 8 percent of total assets, 
and 10 percent of total assets. There are several other selections of 
capitalization rates which might be-chosen. For example, we might 
take a rate on equity. We might have taken a percentage of the fixed 
investment, the net fixed investment, or we might consider a percent- 
age of sales, but these ratios are not as useful. 

The percentage of total assets ratio was chosen because each firm 
will have its own plan for financing and, therefore, this would cover 
quite a range of plans of sharing the financing between equity capital 
and bonded investment. Therefore, the rate will appear to be lower 
than the customary cited rates on equity. For example, the sta- 
tistics of the Internal Revenue Service published annually in part 2 
of the Statistics of Income indicate annual rates of return after taxes 
on equity around 12 percent for comparable primary metal manu- 
facturing companies, which is approximately equivalent to 8 percent 
of total assets of such firms. Similarly, the quarterly statistics of the 
SEC and the Federal Trade Commission indicate about the same 
rates, that is, rates on total assets range around 8 percent and show 
ratios of about 12 percent on profits after taxes divided by equity. 

With these six variables to be accounted for, needless to say, the 
table is somewhat complicated, but the table, I think, affords us an 
opportunity to judge what the effect of each variable would be on the 
final value of the plant to a prospective purchaser. I may summarize 
the effects of these 6 variables by the following 6 relationships. 

(1) A 1 percent increase in the royalty as a percentage of the metal 
value would result in about a $2 million decrease in the value of the 
property. If the royalty rate were to decrease by 1 percent, the 
property value would increase by about $2 million. The present 
royalty rate, according to the December 31 reporting of GSA, is about 
11% percent of the quoted price of nickel recovered, when we interpret 
the actual royalty paid in those terms, somewhat above the highest 
value in the table. 
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(2) The effect of the quoted price is that a 1-cent price increase 
leads to a $4 million increase in the value of the property. 

(3) The effect of the percentage depletion rate is that a decrease 
of 1 percent in the effective rate leads to a decrease of about $2 million 
in the value of the property, and an increase in the percentage deple- 
tion would increase the value of the property. (The “effective rate” 
as used here means the percentage depletion allowance from the 15 per- 
cent depletion rate at the cutoff point which would be allowed, ex- 
pressed as a percent of the quoted price of nickel.) 

(4) In the case of direct costs, a 1-cent increase in direct costs leads 
to at a $5 million decrease in ‘the value of the property. 
As the costs rise, the value of the property lowers. 

(5) The effect of the amortization is for a 1-cent-a-pound increase 
in amortization to lead to a decrease in the value of the property of 
about $5 million similar to the direct costs. 

(6) A 1 percent decrease in the capitalization rate, which the pro- 
—— buyer would consider relevant to his circumstances, increases 
the value of the property about $10 million, and an increase in what 
he considers the sensible capitalization rate would decrease the value 
of the property. 

These apparent rates of variation of the six variables are illustrated 
in the table at the assumed levels of prices and other variables which 
I just outlined. It is interesting to note, for example, that a price of 
74 cents, a royalty rate of 10 percent of the price, an amortization of 
20 cents a pound, plus direct costs of 28 cents a pound, leads to a total 
cost of 48 cents a pound and would give a value of the plant, to a pro- 
spective buyer, of $90 million at the 8 percent capitalization rate and 
15 percent effective rate of depletion. This is even higher than the 
present net investment on the books of the plant and, needless to 
say, represents a favorable outlook for the plant. 

The price that I have been mentioning must be considered to be the 
average price for the next 20 years for nickel, and this study I pre- 
pared was not supplemented by a careful detailed study forecasting 
the price of nickel for the next 20 years. I merely gave a range of 
prices so that one could see the effects of different price forecasts. It 
is possible that the price of nickel would average something above 74 


_ cents over the next 20 years in view of very high rates of increased 


consumption which many people have forecast. 

The historical price range for nickel over the last 30 years, when 
adjusted for price level changes, is from 38 cents to 92 cents, which 
indicates a very considerable possible future range. The median 
price was 64 cents, so it is quite possible that the future price (ad- 
justed for price level changes) will range between 60 and 75 cents. 

In comparing the $90 million value of the property with the value 
of the property if the average price of nickel were decreased to 60 
cents, we see the value of the property falls off tremendously from 
$90 million to $14 million. This is because under those circumstances 
with that decline in price, the break-even point for the property is 
slightly below 60 cents. 

If, on the other hand, looking at the fourth row of the table, and 
the first column, the Government did not have to pay any royalty 
on nickel ore, the value of the plant would be as high as $67 million 
at the 60 cents price. 


26302—58——6 
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A fair royalty rate, of course, is a major problem you are investi- 
gating in these hearings, and this study does not give a specific 
answer to what a fair royalty rate would be. The study does show 
what the indicated effects of different royalty rates would be. If one 
followed Mr. Gardner’s report and concluded that a fair rate would 
be approximately 2 or 3 percent of the price of the metal, the value 
of the assets at a price of 60 cents would be around $50 million and 
at a price of 74 cents on these other assumptions, would be around 
$110 million, interpolating between the first 2 columns of the values 
of the table. 

I also supplemented the computations on that table with the most 
recent published figures of the GSA through December 1957, which 
show total cost of 55 cents. 

The effect, therefore, at present prices and costs is for the Free- 
port Sulphur Co.’s royalty to be a very large share of the Govern- 
ment profits computed by GSA. At a price 8 cents below 74 cents 
the Freeport royalty would be approximately equal to what GSA 
would compute as the profit. If the plant were owned by a private 
corporation at a price of 74 cents, the percent of the Freeport royalty 
to the net profits after taxes a private operator would receive, would 
be about 120 percent. 

That, I believe, summarizes briefly the tabular material. 

Mr. Brooks. That has been a very informative answer. Your 
1957 report, Mr. McGann, also includes a library study of customary 
royalties in the metal mining industry. By the way, did you receive 
any help from Freeport Sulphur in compiling this report?’ 

Mr. McGann. Well, I believe they offered to help either GSA or 
the Department at a higher level, but that didn’t filter down to my 
level and actually the library research couldn’t have been helped 
very much short of a real statistical investigation and survey of 
royalties. 

Mr. Brooks. But they were willing to assist? 

Mr. McGann. I believe that is correct. 

Mr. Brooks. And we would be interested in hearing your con- 
clusions as a result of your library study on the customary royalties. 

Mr. McGann. Well, unfortunately the study of royalty data which 
have been published is an unrewarding one, because such a small 
amount of material has been published. There are four general 
sources of material. 

The first source is royalty rates received by Government bodies on 
lands which they own. The second is royalty rates recorded by the 
United States Government through the activities of the Defense 
Minerals Exploration Administration. The third general source of 
library information is that published in trade journals. And the 
fourth source is published statistics of royalties. 

Each one of these sources has a number of shortcomings associated 
with it. For example, the Government royalty rates are very often 
circumscribed by law and do not represent what might be considered 
free market negotiated rates. The DMEA material, therefore, may 
be closer to real market conditions. The major shortcoming of the 
material published in the trade journals is that they are probably 
unrepresentative, being a very small sample of the numbers of royalty 
agreements made, and being selected perhaps for their unusualness 
because most royalties are not of great and widespread public interest 
and the terms are not widely revealed 
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The only sources of comprehensive royalty statistics are the material 
published on iron ore by the State of Minnesota and the State of 
Michigan, which both give iron ore royalties so they can be computed 
as a fractional value of ore mined. These fractions of values of ore 
are generally very small. They average 5 percent of the value of ore 
at the mine. When interpreted in terms of the value of pig iron re- 


corded royalties are less than 1 percent of the value of the metal. 


This percentage cannot be compared directly with the Freeport 
royalty as a percentage of value of metal (which is 11% percent) 
because the royalty figures of the States of Michigan and Minnesota 
include sales of ore on which no royalties were paid because the mining 
operating companies owned the claims, themselves. 

I consulted with Mr. McAdams of the mining division of the State 
of Minnesota Department of Taxation, and he indicated that to his 
knowledge no statistical study of Minnesota iron royalties had been 
made. Thus it appears that no one is in a position at this moment to 
assess what is representative of iron ore royalties. 

I also examined the “rent and royalties” statistics available in 
Moody’s for all of the major metal mining corporations and again 
observed estimated royalty figures on the order of much less than 1 
percent of the metal sales values. But again we are faced with the 
fact that most of these companies own their properties, so it is at 
present very difficult to get a statistic which can be compared directly 
with the Freeport royalty rate. 

On the other hand, the apparent comparison of royalty rates indi- 
cated by the library material is much lower than that realized by 
Freeport, and the type of royalty is generally in terms of the net smelter 
return. I listed a number of royalties which can be observed from 
the DMEA records. There are a myriad of forms of royalty agree- 
ments in those files, but for the most part, they tended to follow this 
tradition of a modest fraction of net smelter return. 

The metals covered in the DMEA files do not directly compare to 
the metallurgical situation in Freeport. The Freeport ore should be 
compared more directly with the iron ores of Minnesota and Michigan 
where the value of the ore is a very small fraction of the value of the 
final metal, instead of being compared to base metals where the value 
of the concentrate is a fairly sizable portion of the metallic values. 
Thus it is even less appropriate to compare this nickel royalty with 
royalties on crude petroleum and sulfur whose further treatment 
costs is such a small addition to wellhead values. The conclusion 
of this library study was that the statistics and the reported royalty 
rates seemed to indicate substantially lower effective royalty rates 
than that received by Freeport when one corrected for the great 
variety of terms of royalty contracts. 

Incidentally, my library search and the tabular material prepared 
was designed to supplement the study and judgment of Mr. Gardner. 
Mr. Gardner was considered to be the person in the Bureau of Mines 
most familiar with the unpublished royalty data. 

Mr. Brooks. Mr. McGann, we certainly want to thank you for 
vour testimony. This has been helpful and I understand that you 
made additional computations on the basis of higher operating costs 
in addition to the 2 that you made at 24 and 28 cents a pound. 

I wonder if vou would submit those later during the testimony when 
vou write them out so we can add them to this chart for the com- 
mittee’s study. 
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Mr. McGann. Yes, sir, I will add that summary. 
Mr. Brooks. Thank you very much. 

Mrs. Dwyer. Mr. Chairman. 

Mr. Brooks. Mrs. Dwyer. 

Mrs. Dwyer. I would like to add a question, please. 

Mr. Brooks. We would be pleased. 

Mrs. Dwyer. As a miner and leader in your industry, I would like 
to ask this question: Would you say we are trying to establish here a 
fair royalty rate without any yardstick? 

Mr. McGann. That, of course, is a key question for the investiga- 
tion, and my study does not provide a clean-cut yardstick that one 
can use for a fair royalty. The element of the judgment of the com- 
mittee must enter into that decision. There is not an objective scien- 
tific yardstick, there is no question of that. 

Mrs. Dwyer. Would you say, governing the price of ore, that the 
scarcity of the mineral or metal and its competitive position should 
enter into the price of the ore per ton? 

Mr. McGann. Yes, Mrs. Dwyer, and that is what makes this an 
especially difficult case. For example, the Minnesota and Michigan 
iron ores are ores which could be sold to a great variety of lower lake 
blast furnace operators, whereas these 2 ore bodies under considera- 
tion, the Bethelehem and the Freeport, essentially, have no other 
market and the plant, itself, does not have a real alternative source 
than these 2 ore bodies. 

Mrs. Dwyer. Would you say then, too, that the value of the min- 
erals contained in the ore would help govern the price of the ore? 

Mr. McGann. Yes, they certainly should, the value of the minerals 
contained and the ability to recover them and the cost of recovery. 

Mrs. Dwyer. Thank you very much. 

Mr. Brooks. Thank you, Mrs. Dwyer, for those very helpful 
questions. 

Now we want to thank you again, Mr. McGann, and call to the 
witness stand again Mr. Beynon. 

Mr. Beynon, will you return. You were sworn yesterday and I 
don’t think it will be necessary to repeat the oath. Will you just be 
seated. 

At least for the present time we have concluded the testimony of 
Government witnesses on the ore problem as it affects the amount 
the Government will receive for the plant in the event a satisfactory 
disposal is made. 

Now you may recall that yesterday I commented on the assigna- 
bility of the current ore contract with Freeport which expires in 1968, 
unless terminated by the Government on 6 months’ notice. 

We would be pleased at this time to hear your comments on the 
question of the legal assignability of the existing 1948 contract with 
Freeport. 
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FURTHER TESTIMONY OF IRA D. BENYON, SPECIAL ASSISTANT 
TO THE ADMINISTRATOR OF THE GENERAL SERVICES ADMIN- 
ISTRATION FOR NICARO OPERATIONS 





Mr. Beynon. Mr. Chairman, I believe the contract is assignable. 
The rule is that a contract to furnish supplies as distinguished from 
a contract for personal services is always assignable unless there is a 
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provision in the contract which specifically prohibits it. There is 
nothing in this contract that prohibits the assignment and I feel 
certain that the courts would hold that it is assignable. 

Mr. Brooks. Well, it was a question we wanted to get your view- 
oint on. Now I am sure, Mr. Beynon, you are familiar with the 
reeport contention that it holds patents on processes currently being 

used at the Government’s nickel plant and the Government cannot 
assign its right to use such processes. 

cult you give us the benefit of your opinion on this controversial 
issue? 

Mr. Brynon. Yes, sir. When this claim was made during the 
course of several negotiations we had with Freeport Sulphur, that 
they were not only giving us the ore, but also valuable patents, we 
asked the Navy to furnish us one of their patent experts. They have 
a very large staff of patent attorneys, and they gave us the services of 
one of their specialists, and he spent several months. He was in Cuba 
in the patent offices there and made studies, and he has prepared a 
brief on the subject and his conclusion is that none of the patents are 
valid patents. I am not a patent attorney, but he points out in that 
brief, for instance, that of the 11 patents which they claim to be 
valuable, 7 of them are not used at all at Nicaro, so we have no interest 
in them whatever. The others are very minor matters, and some 
of them weren’t filed in time. They were in use long before, not only 
there but elsewhere, before they were filed, so consequently they have 
no force or effect, and others of these patents are the result of the 
advance of money made by this Government to build the plant and 
also to build a pilot plant. 

In other words, our Government put up $30 million to build this 
plant. It put up $200,000 to build pilot plant, and out of that 
experience they made a few refinements. 

Inder those circumstances we feel they are not entitled to any valid 
patents. 

Mr. Brooks. Well, another disposal problem, Mr. Beynon, which 
we discussed briefly yesterday was the problem of assuring a prospec- 
tive purchaser approximately what tax treatment he could expect, and 
I would be pleased if you would tell us what you have done to attempt 
to solve this problem and what the current outlook is? 

Mr. Brynon. I have been to Habana and discussed the matter 
with the officials of the Cuban Government. They have a law there 
which gives new industries certain tax exemptions. A decree has 
been issued giving Freeport Sulphur the tax exemptions under this 
law in their operations at Moa Bay. 

Mr. Brooks. That is distinct from this? 

Mr. Brynon. Yes, that is the other plant. Now, Dr. Rayneri, the 
Minister of Finance has informed me that we are entitled to the same 
exemptions and he directed that his staff and our attorneys work out 
a decree granting us those exemptions. 

Because of the difference in our operations from those at Moa Bay, 
that is at Moa Bay a part of the processing will be done in this country 
while at Nicaro we process to the finished product in Cuba, there is 
some difference, ma I pointed that out to the Cuban Government 
and I am hopeful that we will get some additional benefits, but I will 
say that our relations with the Cuban Government have been very 
friendly, and they have been very cooperative, and I feel and I have 
been assured that we will get a fair treatment. 
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Mr. Brooks. This will be encouraging to any prospective purchaser, 
of course. 

Mr. Brynon. Now the reason that hasn’t been buttoned up is be- 
cause our Embassy tells me it is difficult right at the moment because 
of the pressure of other things which the Cuban Government has, for 
them to sit down with us and finish these negotiations. 

Mr. Brooxs. As you know, the current operator of the plant for 
the Government is the Nickel Processing Corp., a subsidiary of Na- 
tional Lead. However, Cuban interests own 26 percent in this sub- 
sidiary. I understand that it is entirely from a practical standpoint 
to have some Cuban participation in operating the plant at Nicaro. 

In talking to prospective purchasers, Mr. Beynon, have you dis- 
cussed with them the possible advisability of Cuban participation? 

Mr. Brynon. I have. With all prospective purchasers I have in- 
formed them that we feel that it will be necessary for them to offer 
participation to Cuban interests. I have discussed this matter with 
Cuban officials and they are quite insistent that the Cuban people 
have a hand in this enterprise. 

You have to remember that they have made very substantial con- 
tributions. This plant is being operated largely by Cuban nationals. 
The Government has gone out of its way to be cooperative, they have 
given us tax-free exemptions and in view of this situation, they feel 
that they are entitled to have a participation in the enterprise and 
from our experience in the operation of this plant, we feel that it is 
very deliveble: 

Mr. Brooks. Now you recall yesterday, Mr. Beynon, that Mr. 
Floete expressed his opinion as to the effect of delay in disposing of 
the plant. I would like for you to comment briefly on this point if 
you would, sir. 

Mr. Beynon. Well, I think we are ready to go ahead except for 
one thing and it is a matter that I want to dwell very lightly on be- 
cause it concerns the situation in Cuba. I feel that with the unrest 
that has been manifest there that no one would want to buy into the 
plant just now. 

Actually the situation is not as bad as the papers make believe, 
and if you will pardon the comment, a good many people ask me what 
it is like, and I tell them it is a good deal like a good red hot Democratic 
convention out in Nebraska, what is going on there. 

They are having an election and sometimes they play a little rough. 
But both sides— 

Mr. Brooxs. We Democrats try to be fair though. 

Mr. Brynon. I realize that and I appreciate it, but the situation is 
not bad there. We have been informed that Mr. Castro has informed 
his followers that they are not to touch American property and not to 
touch our plant. The Government whenever we call on them, they 
have troops there to help us out any time we think we need it, and I 
believe that American industry has nothing to fear in Cuba. 

Mr. Brooks. Now in bidding on the Government’s nickel plant, a 
prospective purchaser would like to have an idea, Mr. Beynon, 
what benefit can be expected from the technical research which the 
Government has been conducting for several years. I have seen 
a copy of a letter from Freeport Sulphur to you asking that technical 
data be made available, and possibly other interested purchasers have 
made similar requests for this technical data and I would like to have 
your comment on this matter. 
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Mr. Beynon. Mr. Chairman, for the past several years we have 
carried on a very intensive development and research program. 
This program has been carried on by the operator at a laboratory in 
New Jersey, also by a commission which the GSA gave the Bureau 
of Mines, and also work that the Battelle Memorial Institute has been 
carrying on. 

These various research programs are reported to us monthly and we 
have the files of what they have accomplished. Unfortunately we 
have been unable to test these improvements in a pilot plant due to 
the fact that we had no pilot plant at Nicaro. We have just now 
completed the building of a pilot plant. It is now in operation, and 
these tests are being carried out there right now. We have enough 
problems worked out in the laboratory which I am told will keep 
our pilot plant busy for 2 or 3 years. 

I have made the statement to all prospective purchasers and lessees 
that our records were open to them. I realize that a large amount of 
money is involved. These are American firms we are dealing with. 
We have no desire to take advantage of them in any way. 

When it came to a matter of disclosing the informaiion in these 
research reports, our experts on patent matters advised us that this 
could not be done until we had filed our patents under them. 

Now, in a general way we are glad to brief anyone on what has 
been accomplished, but to turn these reports over to them until we 
have filed the patents we feel would be an unsafe procedure. 

It would be unsafe for the successful purchaser because someone 
else might slip in and file these patents. 

Now, what we have done, Mr. George Sipkin, the man I referred 
to, is now on my staff full time and he is working night and day getting 
these patents on the record, and as soon as he has them, then the 
reports I have will be available to everyone. 

Mr. Brooks. That is helpful, Mr. Beynon. 

Now, I have two final questions, and then we would like to move 
on to Mr. Wildner. I have heard the suggestion made that it might 
be a good idea for the Government to try to acquire some property 
surrounding the Nicaro plant by condemnation if necessary. Would 
you comment on this? 

Mr. Beynon. Well, Mr. Chairman, I think some great exception 
was taken to my remarks. I have made this statement: If this plant 
was in this country surrounded as it is by ore, and we couldn’t enter 
into agreement with the owners of the ore, we would bring an action in 
condemnation and have the courts decide what a fair price was for the 
ore. 

I know when I was over in the Pentagon as Director of Real Prop- 
erty there were occasions where we had to do those things. During the 
emergencies of the war, the Government built buildings on leased 

round. The leases expired, and the owner said he wanted the land 
ack. Under those circumstances we went in and condemned the land. 

My remarks—an attempt has been made to say that I was advocat- 
ing that American property in Cuba should be taken over by the 
Cuban Government, something of that kind. Now, I have made 
those remarks during negotiations, that is the remark that if in this 
country an analogous situation existed, we would go to the courts. 
We have not undertaken to do that in Cuba. 
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Mr. Brooxs. Now, I have one further question and that is this: 
It is my understanding that the General Services Administration’s 
Cuban attorney, Dr. Mario Lazo, is no longer retained by the GSA. 
I wonder if you had any part in that dismissal and if the subcommittee 
might be furnished with any correspondence in connection with that 
dismissal. 

Mr. Beynon. Well, when I went into this office, the firm of Lazo 
y Cubas represented the facility. They are Habana attorneys, very 
pr rominent Habana attorneys. We had a lot of dealings with United 

ruit and we had this situation coming up with Freeport. They 
represented both United Fruit and Freeport, so I asked 

Mr. Brooks. As well as GSA? 

Mr. Beynon. As well as GSA. So I asked them to give me a list 
of their clients and I told them that if the time ever came when there 
would be I thought a conflict of interest with any of those clients, we 
would discuss it and they would have an opportunity either to with- 
draw from us or to withdraw from the other clients. When this 
situation with Freeport became pretty intense, at one time when I 
was in Habana, I told Dr. Cubas that I thought the time was approach- 
ing when they could not represent us and Freeport Sulphur. 

Mr. Brooks. You felt that there would be an obvious conflict of 
interest? 

Mr. Beynon. An obvious conflict of interest. 

Mr. Brooks. Did he agree? 

Mr. Brynon. He said he would take it up with his partner, Dr. 
Lazo, and I reminded them of the fact that we were going to sit down, 
that we had agreed when that time arrived we would sit down and 
talk it over. 

I received a very nice letter from Dr. Lazo in which he said he 
would come to Washington, that he had to go to New York City, and 
that he would discuss the matter with me. I heard nothing else from 
him, but apparently he went to New York and returned to Habana 
and then he wrote a very long letter to Mr. Floete resigning, and he 
charged that I and the GSA in general were advocating that the 
Government should expropriate private land and that as such it 
would be a blow to the Cuban economy which would reach into every 
home, that he wanted no part of it, and that he was resigning. 

We accepted the resignation. We appointed another very promi- 
nent firm to represent us, and we are very happy with our new asso- 
ciations. 

Mr. Brooks. Well, you have no further comments—if you have 
a concluding statement we would be pleased to hear that. 

Mr. Buynon. If the committee is through with me, I would like to 
make a brief statement. 

First of all, I want to apologize to the committee for yesterday’s 
display of emotions on my part. I realize now it was uncalled for. 
At the moment it seemed to me very unfair in view of the contribu- 
tions that I am making to the Government, the sacrifice that I am 
putting up to be here, and what I have done for my family and for my 
community that I should be called upon to defend my personal life, 
and I want to thank this committee for the support that they have 
given me. It will give me the courage to carry on. ‘This is not an 
easy job and I have been working here during the week time and then 
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flying out to take care of the loose ends of my own private business, 
and [ realize there is a limit to what one person can do. 

I have begged to be relieved of this responsibility and if it wasn’t 
for the fact that I thought I would be running away from a job that 
needs to be done, I would leave today. 

While I may not have the opportunity to say this personally, I want 
to say it publicly, I have no animosity in this matter. I have no 
hatred for Mr. Williams or the Freeport Sulphur Co. They are just 
as welcome to come to my office in the future as they have in the past, 
and I will give them every fair consideration that I have given to the 
other people who are interested in buying this plant. If they are the 
high bidder, I will do everything I can to close the deal with them and 
to make their operation a successful one. 

There is one thing that I want to say, out of my experience here in 
Washington, that I believe it is important and fundamental that the 
people of this country have confidence in their Government and I 
don’t believe that you can have confidence in your Government 
when deals of this kind come out, when people with a few hundred 
thousand dollars of money borrowed from the Government parlay 
that into millions and sell it back to the Government, and I think 
that is fundamental and important. 

As I have traveled around over the world, I have noticed that where 
governments get into trouble and where communism thrives is where 
people have lost confidence in the integrity of their public officials. 

Now, I have nothing to gain here personally. I seek no honors. 
J just want to do my job as quickly as I can and get out of the turmoil 
of this city and back to the anonymous life that I came from. 

Thank you very much. 

Mr. Brooks. Do the members have any further questions of Mr. 
Beynon? Mr. May? 

Mr. May. No questions, Mr. Chairman. 

Mr. Brooks. Mr. Harry C. Wildner. Mr. Wildner, would you 
please raise your right hand and be sworn, sir? Do you swear that 
the testimony you are about to give before this subcommittee will 
be the truth, the whole truth, and nothing but the truth, so help 
you God? 

Mr. Witpner. I do. 

Mr. Brooks. Will you be seated, sir. 

We are pleased at your accepting our invitation to come down and 
give us your opinions and observations on the disposal problems of 
the Nicaro plant. 

As we pointed out earlier, you are the president of the Nickel 
Processing Corp., which has been operating the plant for the govern- 
ment for the past several years. Officials of the GSA seem to be of 
the opinion that Nickel Processing has done a good job, although you 
lene leu various differences for example, with requisitions, but basi- 
cally they seem to think you have produced nickel down there in 
accordance with the expectations of the plant as planned. 

The testimony yesterday indicated that Mr. Beynon, who is Mr. 
Floete’s special assistant, as you know, has tried to keep pretty close 
contact down there, and I wondered if you would tell me essentially 
what your own relations have been with the GSA, and whether or not 
they have at times looked very closely at, and questioned your 
requisitions, and considered whether they represented wise expendi- 
tures. 








86 DISPOSAL PROBLEMS OF NICKEL PLANT AT NICARO, CUBA 


TESTIMONY OF HARRY C. WILDNER, VICE PRESIDENT, NATIONAL 
LEAD CO., AND PRESIDENT, NICKEL PROCESSING CORP. 


Mr. Witpner. I would say they maintain a very close supervision 
over almost everything we do at Nicaro, as well as the things that we 
do in New York through their representatives. Our relations with 
General Services Administration have been excellent. We have had 
some differences of opinion as anyone would expect in the operation 
of a facility of this nature, but they have always been resolved on an 
amicable basis. 

Mr. Brooks. Now, it has been obvious for some time, Mr. Wildner, 
that National Lead Co. is of the opinion that the Nicaro plant would 
be a good business investment, so I would like to ask you a couple of 
questions as a prospective purchaser. I think it is true that your 
company has had some advantage over other interested purchasers as 
to the investment possibilities of the plant. They naturally exist 
since you have been down there operating the plant for what, 6 or 7 
years? 

Mr. Wiupner. Since 1952. 

Mr. Brooks. And I trust that in the spirit of fairness, you have 
accommodated other prospective purchasers in their visits to the 
Nicaro plant. Would you answer as to what has been the policy 
down there by your people in Nicaro? 

Mr. Witpnzr. To accommodate visitors, prospective purchasers? 

Mr. Brooks. Yes. 

Mr. Witpnur. We have had several visitors during the past 6, 8, 
or 12 months. They have all been accommodated as far as I know. 
They have seen everything that they wanted to see. They spent as 
much time as they wanted to spend. I believe they were satisfac- 
torily housed and fed. I don’t know of a single complaint from any 
visitor as to lack of treatment or withholding of any data. We have 
attempted to make every bit of operating data available to anyone 
and in the event that there were questions which did not answer 
themselves in the data that we made available, those questions were 
presented to our people down there and satisfactorily answered as far 
as I know in every individual respect. 

Mr. Brooks. That seems to be a very fair accommodation by your 
own personnel. 

Mr. Wiupner. I personally, Mr. Chairman, know of no complaint 
and there have been no aaciiaieihs passed on to us by General Services 
Administration. 

Mr. Brooks. I have not heard of any. I just wanted to make it 
clear if such was the case that prospective bidders had been given 
every opportunity to be aware of the operating procedure and the 
facilities there. 

Now, Mr. Wildner, in your opinion, approximately how much time 
do you think a prospective purchaser would need in order to assimilate 
the data necessary to make a prudent bid on the plant? 

Mr. Wiupner. I think 60 days, Mr. Chairman, would be a reason- 
able time if the prospective purchaser or lessee was willing to devote 
the proper time and technical ability to making a survey. 

Mr. Brooks. Now, as pointed out by Mr. Floete yesterday, the 
Government could have obtained an extremely good price for the 
nickel plant had it been sold a year or two ago during the critical 
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shortage of nickel. Mr. Floete also pointed out in view of the new 
nickel production which would come into being within the next few 
years that he felt the effect of delay in disposing of the plant would 
tend to reduce the amount which the Government might receive for it. 

Now, Mr. Wildner, what in your opinion would be the effect of de- 
laying the sale of the plant possibly for another year or two? 

Mr. Witpner. Well, the effect of delaying the disposal of the 
Nicaro plant for a year, let us say, will bring its disposal that much 
closer to the additional capacity which is being provided by other 
producers, both the International Nickel Co. in Canada and the 
Freeport Sulphur Co. through its subsidiary at Moa Bay. Naturally, 
the closer the competitive forces are to the acquisition of a new facility 
the opportunity to have a market free of that extra competition is 
greatly reduced. 

Mr. Brooks. Mr. Wildner, we have some testimony on the Cuban 
tax problems which affects the disposal, and I was wondering what 
commitments you, as the present operator and with considerable 
experience down there, what commitments you felt would be desirable 
for the Government to obtain from the standpoint of any prospective 
purchaser. 

Mr. WIiLpNER. Well, a commitment that would be desirable for the 
Government in its capacity as seller or lessor would be a commitment 
that the tax situation as far as the Government’s Nicaro plant is 
concerned would be no more burdensome and no greater than the tax 
levy on the other nickel producing facility in Cuba, and by that I 
mean the Moa Bay operation of the Freeport Sulphur Co. 

If the Government could obtain an agreement as to equality of 
treatment between the two enterprises, I think that should be a 
satisfactory disposition of that problem so far as the prospective 
purchaser is concerned. 

I don’t believe that the prospective purchaser could expect to obtain 
better treatment in the taxes or duty respect than the Freeport Moa 
Bay operation, nor would he want to have imposed upon him a greater 
tax disadvantage. 

Mr. Brooks. Do you think, Mr. Wildner, that the current reces- 
sion would have the effect of reducing the amount which National 
Lead might be willing to pay for the plant? 

Mr. Wiupner. I don’t think I thoroughly understood your ques- 
tion, Mr. Chairman. 

Mr. Brooks. Do you think the current recession, the current eco- 
nomic picture, would have the effect of reducing the amount which 
National Lead might be willing to offer to pay for the plant? 

Mr. Witpner. Well, that is a rather difficult question to answer. 
We, as you probably, undoubtedly, do know, we made an offer to 
lease the plant in the latter part of 1956, and we submitted an elaborate 
leaseproposal at that time which was not accepted by General Services 
Administration. 

We would give very serious thought to a proposal to lease the plant 
again, or even purchase the plant, and I doubt very much that we 
would permit our thinking to be swayed very much by the—well, what 
we might call recession or the period of industrial depression that we 
are now in. 

In other words, buying a plant of the nature of Nicaro and its size 
is something that is done with an extremely long-term view in mind, 
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and I do not know of anyone, thus far, who has predicted that this 
recession that we are now in is going to be very lengthy in character 
or in time. 

Mr. Brooks. That is helpful. Now, you have raised the question 
of a possible lease of the plant. In your opinion, would a long-term 
lease, as opposed to an outright sale, stimulate more competitive 
activity, that is, since there would be a smaller amount of capital in- 
vestment in leasing than there would be in buying the plant? 

Mr. Wriipner. Well, whether the plant is purchased or leased, 
Mr. Chairman, it will call for a considerable capital investment, if 
not in the actual purchase price of the plant itself, then in the inven- 
tories and supplies and the working capital that is necessary to run 
an establishment of that type. 

To answer your question directly, I believe it would make very 
little difference, because the prospective lessee or the prospective 
purchaser would have to be of a sufficient size and capitalization as 
to be able to handle an enterprise of that type. 

Mr. Brooks. You recall yesterday, Mr. Wildner, we put into the 
record a couple of letters written by you pertaining to the ore problem 
and the royalty paid to Freeport Sulphur. From reading these letters, 
we had no difficulty understanding your position. That position was, 
as I understood it, that you vigorously opposed the ore proposal 
made by Freeport Sulphur, and you aan in the event National 
Lead was the successful bidder on the Nicaro plant, you would assume 
the Government’s $18 million obligation to Bethlehem Steel, provided 
the Government chose to contract’ for those ores. Has anything 
occurred to alter your position? 

Mr. Witpner. No. 

Mr. Brooks. You don’t mean that you would recommend the 
$18 million ore contract with Bethlehem, but that you would assume 
whatever they reached as an agreement, though you would hope it 
would be less than $18 million for the purchase of that ore? 

Mr. Wiupner. That is correct, Mr. Chairman; we saia we would 
willingly take over the Government’s obligation, as far as the pur- 
chase of the Bethlehem Steel ore body was concerned, and I believe 
7 had in mind the figure that you mentioned rather than a higher 

gure. 

Mr. Brooks. I noted in your letter you did point out that your 
computations reflected that there would be a $1,661,000 annual ex- 
cess cost of Freeport ores per year over Bethlehem ores, even if the 
Bethlehem ores were purchased at the $18-million figure. I am re- 
ferring to your letter of January 20, 1958. 

Mr. Wiupner. [ have the letter here, Mr. Chairman. Now, what 
was the question? 

Mr. Brooks. I just wanted to see if you reaffirm your computa- 
tion on the excess cost of Freeport ores per year over Bethlehem, ores. 
The figure you listed was $1,661,115 as being the additional cost per 
year if the Freeport ores were taken, instead of working out some 
arrangement with Bethlehem at $18 million or less. 

Mr. Witpner. Well, we have checked and rechecked that figure, 
Mr. Chairman, and I still think it is accurate. 

Mr. Brooks. If the Government were to enter into a contract with 
Freeport for the ore, as recently proposed, what would be the effect 
on National Lead’s bid as a purchaser? 
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pas aes I must ask you the meaning of “as recently pro- 
osed. 

: Mr. Brooks. That is the contract that was recently submitted, 
which provided for two-thirds of the throughput coming from Free- 
port ores with the slightly reduced royalty and with the noncancel- 
able provision in the contract. 

Mr. Wivpner. That contract, with its noncancelability feature, I 
think, would deter us from having very much interest in the acquisition 
of the plant. No contract which is noncancelable, no contract which 
cannot be canceled under any circumstances is attractive for assump- 
tion by a buyer or lessee in this case, particularly for a length of time 
such as mentioned in this proposed contract, because a contract may 
be burdensome, but, if it may be canceled, even if there is a penalty 
involved, the prospective buyer, if he can’t improve his situation, can 
get out or make a change, but if the contract cannot under any 
circumstances be canceled, it means that the prospective operator or 
purchaser must live with that contract during its entire term, ir- 
respective of how attractive other ore bodies may be in their offering 
to the operator or any other circumstances that he may develop as a 
result of his operating and his technical ability. 

In other words, the contract also has the feature that any new 
products which are developed, and can only in this case logically be 
developed by the operator’s technique, must also come within the 
ore royalty formula and it could, naturally, destroy the incentive of 
the operator for new development, if be realizes that the ore contractor 
will also share in his efforts and the result of his work. 

Mr. Brooks. You feel, as I understand your answer, that this 
contract would be a deterrent to National Lead or to any prospective 
purchaser. 

Mr. WitpNner. Well, that is what I meant to say, Mr. Chairman. 
I didn’t want to say to National Lead only. I wanted to express an 
=— that it would be a deterrent to any prospective purchaser or 
essee. 

Mr. Brooks. Mr. Wildner, in your opinion, what steps should the 
GSA take in solving the ore problem which is, obviously, affecting 
the disposal of this nickel plant? 

Mr. Witpner. As to this negotiation for the Bethlehem ore body, 
negotiations were carried on for, possibly, 6 or 8 months, or maybe 
longer now, and the Bethlehem ore body is a recognized ore body. 
There is no question as to the fact that it contains nickel. There is 
no question, of course, as to its proximity to the plant and, naturally, 
we understand there is no question as to the price that would have to 
be paid for the ore. 

Mr. Brooks. Pardon me for interrupting, but at that point I 
don’t believe—you mean not more than $18 million? 

Mr. Witpner. That ig right. 

Mr. Brooks. But, certainly, some adjustment could be made in 
that in the final negotiations between the GSA and Bethlehem. 

Mr. Witpner. Well, the only figure that we have learned and are 
talking about is this figure of $18 million. 

Mr. Brooks. The original proposal. 

Mr. Wiupner. The origi proposal; that is the one that I had 
in mind. The price to be paid for the Bethlehem ore at this location 
is much more attractive than the price to be paid for the Freeport 
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ore at the Freeport ore location, and ore in Cuba is a commodity. 
It doesn’t differ very much in that area as to its characteristics, and, 
logically, it should be offered, in our opinion, from various holders 
or owners at approximately the same price, because it is a commodity. 
I don’t know whether I have satisfactorily answered your auestion, 
Mr. Chairman. 

Mr. Brooks. Well, I think that has been helpful. Do the members 
have any further questions of Mr. Wildner? Mr. May? Mr. Moss? 

Mr. May. The only thing I wasn’t quite clear on was whether 
National Lead or Nickel Processing Corp. had made any offer of 
negotiations for acquiring this plant by lease or sale at Nicaro? 

Mr. Witpner. In the latter part of 1956, we approached the 
General Services Administration with an offer to lease the plant. 
This was an outgrowth of our management contract and although we 
carried on negotiations for a period of approximately 2 months, 
General Services Administration finally wrote to us that it was not 
to the best interests of the Government to lease the plant to us at 
that time. Since then naturally we have made no overtures to lease 
the plant or to purchase the plant, awaiting the General Services 
Administration’s offer or prospectus to the public. 

Mr. Brooks. Any further questions? Mrs. Dwyer? 

Mrs. Dwyer. One question, Mr. Chairman. 

Of course, it would be to your best interest to recommend that the 
Bethlehem ore be purchased rather than the Freeport ore. 

Mr. WiipNnER. It would also be to the best interests of any prospec- 
tive purchaser or buyer, Mrs. Dwyer. 

Mrs. Dwyzr. But also to your own company which is interested in 
purchasing the plant? 

Mr. Witpner. That is right. 

Mr. Moss. Mr. Chairman. 

Mr. Brooks. Mr. Moss, 

Mr. Moss. I have a question, carrying on from that point, If it 
would be to your best interest as a prospective buyer, or to the 
interest of any prospective buyer, it would also be to the best interests 
of the seller of the plant, in this case the Government, to have a better 
ore supply than that presently available? 

Mr. Witpner. The Government’s position in offering with its 
plant more than one ore supply is naturally better than if they only 
had one to offer, and as far as offering ore supply to the prospective 
purchaser or lessee is concerned, the more ore that they can offer at 
a low price, the more advantage there is to the prospective buyer 
and the greater advantage to the Government in offering its plant 
for sale. 

In other words, the Government can offer a plant with a contiguous 
ore body which will cost the lessee or the purchaser a certain amount 
of money and naturally the buyer is always, interested in getting as 
much as he can for as low a price as possible. 

So the Government has an added advantage in offering an ore body 
where ore can be purchased at a low price in addition to the other 
ores which the Government may offer at other prices. 

Mr. Brooks. Any further questions? 

(No response. ) 


Mr. Brooks. Well, Mr. Wildner, we want to thank you for your 


courtesy in coming down and accepting my invitation. Do you have 
any further comments to add? 
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Mr. Witpner. No, Mr. Chairman, thank you very much for hear- 
ing me. 

Mr. Brooks. We appreciate having you here. Now we would like 
to invite Mr. Langbourne Williams. He is here, I believe. 

Mr. Williams, would you please raise your hand? Do you swear 
that the testimony you are about to give before this subcommittee 
shall be the truth, the whole truth, and nothing but the truth, so 
help you God? 

Mr. Writias. I do. 


TESTIMONY OF LANGBOURNE M. WILLIAMS, PRESIDENT, FREE- 
PORT SULPHUR CO. 


Mr. Brooks. Be seated, sir. We would like to thank you also for 
accepting our invitation to testify on some of the various problems 
involved in the Government’s efforts to sell its nickel plant at Nicaro, 
Cuba. 

Also, we want to say we appreciate your patience and forbearance 
in waiting until today to testify. 

Yesterday you expressed a desire to make a statement in regard 
to Freeport’s investigation of Mr. Beynon, Mr. Floete’s assistant, 
and at that time I told you the subcommittee would be glad to afford 
you such an opportunity and we would be very pleased at this time to 
have you make your statement. 

Mr. WiuuraMs. May I proceed to make my statement? I have a 
prepared statement if that is agreeable to the committee. 

Mr. Brooks. Would you like to make a prepared statement first? 

Mr. WiuuiaMs. Yes. 

Mr. Brooks. If you have copies of it, we would like to look at it. 

Mr. Wiutiams. Well, I will have a copy of it. 

Mr. Chairman, ladies and gentlemen of the committee, I appreciate 
very much the opportunity to appear here to discuss a matter about 
which a great deal has been written, a great deal has been spoken, and 
about which there has existed a great deal of misunderstanding. The 
real issue before this committee as far as my part in it is concerned, 
it seems to me, is whether our ore contract is blocking the disposal 
of the Government nickel plant because the royalty rates are excessive. 
There is no question that if the cost of our ore were reduced, the profits 
from the operation would be more and the sale value of the plant 
would therefore be more. 

The operator of this plant must buy, in order to produce nickel, 
not only ore but ammonia, oil, coal, and other supplies. If the sup- 
plies of these commodities were reduced below their fair market price, 
the profits from this operation would also be greater. The Govern- 
ment would accordingly be getting a higher price for the plant as a 
result of the reduction in the price of those things that are needed 
for the operation of the plant. 

It seems to me, therefore that the issue before us should not be 
confused. The question is not whether a reduced price of our ore 
would assist the Government in getting a higher price, but whether 
the price for our ore is unfair or unreasonable in any way. 

It is difficult for me to see how this contention that these rates are 
excessive can be reconciled with numerous statements which the 
Government has made. The Government plant needs 2% million 
short tons of ore a year. 
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Now, GSA has recently prepared this brochure which it has issued 
for the purpose of interesting people in buying this plant. This was 
issued for this purpose, to get people interested in buying this plant. 
It refers to the fact that the economic feasibility of the plant has been 
fully demonstrated. 

This, of course, is with the payment for the ore that we have been 
supplying. This is what they say about the ore deposits: Ore deposits 
are located 13 to 14 miles to the southwest of the plant. Ore is trans- 
ported to the plant over the railroad of Cuban Nickel Co. Ore is 
available under contract with Nicaro Nickel Co. and from deposits 
owned by Cuban Nickel Co., that is the Government-owned company. 

The Bureau of Mines estimated that the indicated and potential 
reserves owned by Cuban Nickel Co. as of January 31, 1954, were 
approximately 39 million dry metric tons. That is all the Govern- 
ment says about the question of the ore deposits. 

The Bureau of Mines estimated that the indicated and potential 
reserves owned by Cuban Nickel Co. as of January 31, 1954, were 
approximately 39,016,600 dry metric tons. Now, 39 million metric 
tons is the equivalent of 43 million short tons. Short tons is what we 
have all been using here as a unit. 

The Government needs 2% million short tons a year for this plant. 
Now, under our contract the Government is obligated to take from us 
only one-third of the ore requirements of the plant, as it existed before 
it was expanded. This is the language of the contract. 

The Government was obligated to take a third of the ore require- 
ments of the plant as the plant existed at the time this contract was 
made in 1948. Now, the Government requirements for the plant at 
the old rate before it was expanded, the Government needed a million 
and a half tons, so a third of that is 500,000 tons, and that is the extent 
of the obligation to take ore from our plant. 

Now, the Government has just testified here that it doesn’t need 
our patents. That is what I understood to be the net effect of Mr. 
Beynon’s testimony. We do not agree with that position. If the 
Government’s position is correct and the Government has 39 million 
tons of its own ore and it doesn’t need our patents, the Government 
can cancel our contract on 6 months’ notice. 

Now, I do not agree with the Government’s position that the 
patents are not necessary. I say, therefore, in order to maintain their 
patent position and their right to use our processes that they must 
take a third of the requirements, not a third of the present require- 
ments, but a third of the requirements of the facilities as they existed 
in 1948, namely 500,000 tons. Therefore, if the Government has the 
amount of ore it claims to have and it really believes that our rates are 
excessive, it can arrange to supply four-fifths of the plant’s require- 
ments from its own ores and take one-fifth from us at a cost of $850,000 
a year, 500,000 tons times $1.70 and not the $4 million mentioned in 
yesterday’s opening statement. 

Under these circumstances the Government would have enough ore 
to run the plant for almost 20 years, 500,000 tons for 10 years, 5 
million tons, plus 43 million tons, 48 million tons, using 2% million 
tons a year. 

Now, if the Government really believes that this is excessive, unfair, 
unreasonable, if it believes its own statements, the Government does 
not have to pay us the rate that it has been paying us, and it is ob- 
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sued viously my belief that these rates are fair and they are reasonable and 
was the Government is taking our ore and paying us this rate for it only 
lant. because it is in the Government’s economic interest to do so and not 
been because it represents any hardship in any way. 
Now, I have gone to great lengths to try to persuade the Govern- 
been ment of that point of view. I have presented all kinds of comparisons. 
osits They are very persuasive to me, but I thought it would be well for 
rans- me to get some outside concern of standing, and we inquired what firm 
re is would be best qualified to give an opinion on this subject that would 
Osits be persuasive to this committee than my own statements on this 
pany. subject. 
ntial So here I have to offer to the committee a study that has been made 
were by the firm of Behre Dolbear & Co., which is an outstanding firm of 
vern- mining, geological, and metal consultants. Now, this firm has found 
that the royalty rates—I quote from it: 
ontial has found that the royalty rates in your contract are comparable to and in many 
were instances below those in hundreds of other contracts in the mineral industries 
retric and we consider them to be fair and reasonable. 
at we Now I should read you the qualification of Behre Dolbear & Co 
The firm of Behre Dolbear & Co. is composed of 12 members and asso- 
lant. ciates who are well-known specialists in the mineral industries. 
7m us Behre Dolbear & Co. has rendered technical and economic service to 
efore many of the principal mining companies. The work includes feasi- 
3 bility studies, mine evaluations, capital and operating cost estimates, 
juire- geological studies, ore estimates, exploration and development plans, 
t was ore dressing, metallurgical testing and research and other factors 
nt at comprising comprehensive activity in the mineral industries. 
uillion Reports of the firm are generally accepted for banking and financial 
xtent purposes. 
The firm or its members have rendered service in 55 foreign coun- 
need tries, in 10 of which it has served as official consultants of the govern- 
f Mr. ments. 
if the The firm or its members have represented various clients in royalty 
uillion negotiations with potential lessees such as American Meta Co., 
iment Climax Molybdenum Co., International Nickel Co., Bear Creek Min- 
ing Co. (Kennecott), and Vanadium Corporation of America. The 
it the firm is thoroughly conversant with royalty rates and conditions in . 
. their various mineral industries. 
must Detailed qualifications of the members and associates of the firm 
quire- may be found in its brochure, a copy of which is attached. 
xisted Clients for whom Behre Dolbear & Co. have rendered service 
asthe | include the following among many others: . 
bes are American Metal Co. 
quire- Chemical Construction Co. (American Cyanamid) 
50,000 Delhi-Taylor Oil Corp. 
ned in Great Lakes Carbon Corp. i 
International Finance Corp. (branch of World Bank) 
gh ore International Minerals & Chemical Corp. 
ars, 5 Kennecott Copper Corp. i 
nillion | National Lead Co. | 
: National Research Corp. . 
unfair, | Norton Co. | 
it does | Phelps Dodge Corp. 


is ob- Potash Company of America 
26302—58——_7 
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I won’t read you the whole report, but I would like to read this 
short letter on pages 1 and 2 of the report, addressed to the Nicaro 
Nickel Co., dated April 17, 1958. [Reading:] 


Gentlemen: As requested by you, a study has been made to determine whether 
the royalty rates received by your company under its contract of July 2, 1948, 
with the United States Government (which was made pursuant to a contract of 
March 12, 1942) are common in the mineral industries and whether they can be 
regarded as fair and equitable. 

his contract provides for royalty payments with respect to nickel only, and 
makes no provision for payments with respect to any recoveries of cobalt, iron, 
‘or chromium. There is no additional payment with respect to patent rights on 
processes of Nicaro Nickel Co. which are being used at the Nicaro plant. 

The royalty schedule provided in this contract has been compared to those 
common in the mineral industries. The original royalty rate under this contract 
was 8.33 percent of the value of the nickel in the ore. By reason of the change in 
the price of nickel, the royalty rate has now decreased to 8.13 percent of the value 
of the nickel in the ore. 

Numerous methods are used in the determination of royalty rates, and the 
various bases used are so divergent in character that it is impossible, in many 
cases, to make any useful comparisons among them. 

Factors which enter into determination of royalty rates include the following: 

1. Scarcity of the mineral or metal and its competitive position. 

2. Price of the mineral or metal, which, except in the case of gold, is usually 
related to scarcity and competition. 

3. Value of minerals contained in the ore. Royalty rate usually bears relation 
to such value. 

4. The degree of development of the mineral deposit. The lessee can afford 
to pay a higher royalty when there are adequate developed ore reserves than 
when the uncertainty of search and development is involved. 

5. The profit which is estimated to be derived from the lessee’s operation. 

Nickel is a relatively high-priced metal. _ It is produced from only a few mines 
as compared to the large number of mines from which base metals such as lead 
and zine are produced. It occupies an important place as a strategic material, 
and commercial sources of nickel are rare and much sought after. The Nicaro 
Nickel Co. deposit was substantially developed when the Nicaro project was 
started, and the project was able to begin operations with the assurance of ade- 
quate developed ore reserves. 

These and other related matters were carefully considered and weighed in the 
preparation of the report submitted herewith. It is on the basis of this study 
‘and experience in the mineral industries that we have concluded that the royalty 
rates in your contract are comparable to, and in many instances below, those in 
hundreds of other contracts in the mineral industries, and we consider them to 
be fair and equitable. 

Respectfully submitted. 

BeHrReE Do.searR & Co., INc. 


Now, the rate of payment that we are getting and the fairness and 
the reasonableness of the amount that we are receiving does not take 
into account that it was Freeport’s efforts and initiative which made 

ossible the existence of this enterprise which is now the second 
argest nickel producer in the world. There was some talk yesterday 
about the early history of it, but Freeport’s part was not emphasized. 

We initiated this process. We developed the process by which it 
was made usable. For years and years people have known of these 
great deposits on the north coast of Cuba and they laid idle because 
nobody came along with a process that made them useful, and we did 
that, and we developed the process. 

We built the plant for the account of the Government. We 
operated it from the time it started operating in October 1943, until 
it was shut down in March of 1947, during the period of World War II 
and beyond. 

When it was rehabilitated, we provided the plans for the rehabilita- 
tion of the plant during the Korean war, and what was the result of 
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all of that work on our part? During the first 14 years since we made 
this contract with the Government in 1942, Freeport stockholders 
received not one single dime of return. 

Now the situation has changed a great deal. The mineral industry 
is a very ‘“chancey” sort of industry. Our foresight, if I may say so, 
in recognizing the importance of nickel, has been realized. The price 
has increased from 29% cents which it was when we were operating 
the plant, to 74 cents. It is now a very profitable operation and as 
a result of all that has happened, we are getting a return, but abso- 
lutely nothing has been produced here in these hearings which sup- 
ports the view, in my opinion, that what we are getting is unfair or 
unreasonable in any way. 

I now have a very long, technical, detailed document that I want 
to present for the record. It is a memorandum dated March 11, 
1958, entitled “Memorandum of Nicaro Nickel Co. Concerning Ore 
Contract With the United States Government.”’ 

I am not going to read it all. As an introduction to the discussion 
of whether this is a reasonable royalty, I simply repeat that the 
present market price for nickel is 74 cents. If you translate the 
$1.70 a ton to what we are actually paid in dollars and relate that to 
the number of pounds produced, the ore payment amounts to 6.0947 
cents per pound of nickel contained in the ore. 

The payment thus is 8.2 percent of the value of the nickel as re- 
flected in the market price, and this is a very important statistic 
because the question of whiether this is a fair and reasonable royalty 
has to do with the fact that ours amounts to 8.2 percent of the value 
as reflected in the market price. 

Now.as has been pointed out here by Mr. McGann and others and 
by Behre Dolbear, it is difficult to find too many examples of nickel 
royalties with which to compare this, but there are two. Among 
nickel ores currently being purchased by the Government, itself, are 
ores from the Riddle property in Oregon. 

Freeport had a lease on this property at one time and we have 
some familiarity with it. These ores are substantially similar to the 
Nicaro Nickel Co. ores in mode of occurrence, chemical composition, 
and amenability to treatment. 

On the other hand, they are not nearly so extensive nor are they so 
favorably situated with respect to certain other factors which are 
important to commercial exploration of an ore body. 

On the basis of engineering data, it is apparent that the company 
that is operating this property is getting net receipts after deducting 
expenses within a range of 12.9 cents to 15.7 cents of contained nickel 
and this range of 12.9 to 15.7 compares with our price of 6.09 and is, 
therefore 2 to 2% times what we are getting. 

This is what the Government is paying another nickel operation at 
the present time. Now the only other situation that we have been 
able to find in which we can compare the payment of an ore, a nickel 
ore with the payment of another nickel ore, is in New Caledonia 
which has a great deal of nickel and in recent years they have been 
selling that to Japan. 

In recent years the sale of ores from New Caledonia have been 
made to Japan at an averaged price of 16.4 cents per pound of con- 
tained nickel. After you deduct mining and transportation costs, the 
operator is netting 11 or 12 cénts a pound of contained nickel which is 
about twice the amount received by us. 
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In view of the fact that we don’t have a lot of comparisons with 
nickel, we compare it with other things and, of course, the first and 
logical thing for us to compare it with is royalties that we ourselves 
pay, and so we take first of all, sulfur, because that is the mineral 
with which we are most familiar. 

Sulfur is by no means as scarce or as valuable as nickel. We take 
it because sulfur like nickel, requires a large and costly installation to 
recover the product. I have a lot of examples and they are in this 
report and this report is being filed with the record, but I am only 
going to mention one as far as sulfur is concerned. 

Our most recent arrangement was an agreement that we concluded 
in September 1956, with the Humble Oil & Refining Co. for the devel- 
opment of the Grand Isle sulfur deposits. This arrangement involved 
a commitment by Freeport to build a plant out at sea, 6 miles from 
shore, an installation of a size and complexity never before attempted, 
under conditions involving great risk as well as an expenditure on the 
order of $30 million. 

Freeport took an assignment of lease from Humble and agreed not 
only to assume the payment of a basic royalty of approximately $3 
per ton to the Federal Government—this is the Federal Government 
charging this royalty rate, which alone amounted to almost 11 percent 
of the gross value of the product, as compared with the rate that we 
are now getting which is about 8 percent, but in addition to the 11 
percent, we have to pay Humble 50 percent of the net profits derived 
from the operation. 

This is a contract that we made in a mineral that is not nearly as 
scarce or as valuable as nickel. Here is an example which a lot of 
people are familiar with and that is petroleum. It is not nearly as 
scarce as nickel but it is something that should be mentioned because 
people are so familiar with the terms in that field. We are, ourselves, 
engaged in the oil business and we don’t know of any area in the 
United States where even a wildcat area can be leased for less than 
12% percent of the gross. That 12% percent compares with our 
8 percent. In fact, Congress, itself, has set this figure of 12% percent 
as a minimum royalty for oil leases on the Outer Continental Shelf 
and incidentally, that royalty is not for a proven property like ours, 
but for wildcat territory and not at all proven. 

The fact of the matter is that royalties of 16% percent of the gross 
are becoming increasingly common, and many companies, Freeport 
among them, have regularly made leases inv olving payments in 
excess of 25 percent of the gross. 1 won’t carry this on indefinitely. 

I am going to give you an example about bauxite and then one on 
iron. During World War II, bauxite royalties in Arkansas ranged 
from as low as 40 cents a ton on low -grade ore, which sold for $4 a ton, 
to as high as $1.25 per ton on the high-grade ore, which sold for eight 
to nine dollars a ton. 

Percentagewise these royalties are in the range of 10 to 15 percent 
of the sales value of the ore. More recent bids received by the State 
of Arkansas for leases on public lands offer bauxite royalty rights at 
between $1.55 and $1.86 per ton on high-grade ore having a market 
value of seven to eight dollars a ton. 

Percentagewise these rates are over 20 percent of the market value 
of the ore. Now the usual royalty rate on open pit iron or in the Lake 
Superior region is from 15 to 35 percent of the f. o. b. mine price. 
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There are some instances of royalties as high as 50 percent of the 
mine price. 

For underground ore where extraction costs are considerably greater, 
a more usual royalty is 20 percent of the mine price. A number of 
iron ore lease agreements on the Mesabi Range were made between 
private individuals and operating companies between 1947 and 1950. 
The royalties on these leases vary from a maximum of 27% percent 
of f. o. b. mine market price to a minimum of $1 per ton, plus 15 
percent of the f. o. b. market price in excess of $5 per ton. 

This minimum based on an f. o. b. mine market price of $7.50 a ton 
in 1957 is equivalent to 18.3 percent of the mine market price—18.3 
as compared with 8 percent that we are talking about. 

Mr. Brooks. We will accept for the record this brief which you have 
submitted, Mr. Williams. 

Mr. WituramMs. Thank you. Now the problem has been one of 
mutual understanding, for the GSA to understand that this payment 
that we are getting is a fair and reasonable payment, and we have had 
numerous discussions and gone to great trouble to persuade them. 

Now I had a talk with Mr. Floete, and I think Mr. Floete was very 
fair. Mr. Floete did not accept my point of view, but he told me 
when we got through our extensive discussions that he was con- 
vinced that I was sincere in believing that the proposal that I made to 
him was a fair and reasonable proposal. 

He said he did not know of his own knowledge whether it was or 
not, he had not spent his life in the mining business, that he was going 
to have prepared an objective report and if that report supported the 
position that I took, he would have no trouble in accepting it. 

Apparently that report did not support that view to his satisfaction, 
but I think Mr. Floete was very fair in saying yesterday that he could 
not take the flat position that our payment of $1.70 was an unfair 
payment. 

Now yesterday there was considerable discussion along the lines 
that the cost of our ore to the Government is excessive because other 
Cuban ores could be bought at a lower price, and it seems to me that 
this is very germane to this discussion and this is something that really 
ought to be understood, 

To talk about ore at a specified price per ton is utterly meaningless 
unless you know what kind of ore is being discussed. ‘To think that 
ore is ore when 1 ton of ore may contain 10 times as much metal as 
another, is just as absurd as to think that 1 crate of eggs is worth the 
same as another crate of eggs regardless of the number of eggs that 
are in the crate, and this is one of the difficulties that we have had in 
making that point clear. 

Now yesterday Mr. Beynon in an effort to show that $1.70 a ton 
for ore was exorbitant pointed out or made the statement that we had 
recently bought ore from Jones & Laughlin Steel Corp. at 10 cents 
a ton. Well, that ore is 1.2 percent, yet the ore that we get $1.70 
for is 1.42 percent. That to a layman seems like a small difference, 
but on the basis of the market price of nickel, a ton of ore which 
contains 0.01 percent less nickel than another ore will be worth 10 
cents less than the other ore in terms of ultimate product value. 

Now, since our ore is 1.42 percent nickel as against the grade of 
1.2 percent in the Jones & Laughlin ore and since a ton of 1.42 grade 
will produce a net return of $2.20 more than a ton of 1.2 grade, 
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it is easy to see why the Jones & Laughlin ore was not worth more than 
10 cents a ton. 

Now Mr. Brooks yesterday was kind enough to say that I had 
presented to him a very persuasive statement in which I spelled out 
the basis of this calculation and I was gratified to have him make that 
statement and also gratified to have him ask Mr. Gardner of the 
Bureau of Mines if he could confirm it, and Mr. Gardner, as I under- 
stood him to say, said that he thought the calculation was correct. 

I would like to offer for the record this statement which explains 
that the net loss in sales revenue per ton of ore treated is about 10 
cents for each incremental decrease of 0.01 percent nickel as com- 
pared to the grade of 1.42 percent nickel for our ore reserves. 

Mr. Brooxs. We would be pleased to accept that document. . 

Mr. Wiuurams. Thank you, This is a very important consideration. 

Mr. Brooks. Pardon me, Mr. Williams. How long do you antici- 
pate it will take you to complete your presentation? We have a few 
questions. 

Mr. Wituiams. Thank you. I haven’t got anything more as far as 
this report is concerned. I have just a few more points to cover, most 
of my stuff now is just to put things in the record. I would like to 
offer— 

Mr. Brooks. I am not rushing you, I just wondered whether we 
could wind up in a few minutes. 

Mr. Wiuurams. I will be through quite shortly. 

Now, one of the bases on which you might say that the payments 
to us represented a hardship to the Government was that if it was too 
great a burden so that this operation wasn’t a profitable operation 
after paying our royalty—so I would like to offer for the record the 
financial statements issued to the prospective buyers for this plant 
as of December 31, 1957, which makes it clear there is no hardship. 

Mr. Brooks. We will accept that, Mr. Williams, and at this time 
some of the members have commitments at noon and I don’t want 
to rush your presentation unfairly and we have some questions that 
we would like to go over with you, so I wonder if it might not be 
advisable to adjourn at this time until 2 o’clock. 

Would you be able to be back then without any inconvenience? 
It will still get you into New York in time to have supper. 

Mr. WiuuraMs. We will be back at 2 o’clock. 

(Whereupon, at 12:10 p. m., the subcommittee recessed until 
2 p. m., the same day.) 








AFTERNOON SESSION 


Mr. Brooks. The subcommittee will reconvene. 
Mr. Williams, would you like to continue briefly? 


FURTHER TESTIMONY OF LANGBOURNE M. WILLIAMS, PRESIDENT, 
FREEPORT SULPHUR CO. 


Mr. WiuutaMs. If I may, I would like to conclude in a few minutes 
this presentation that I have. 

Mr. Brooks. Fine. 

Mr. Wiutams. I would just like to offer for the record a letter that 
Mr. Neaman wrote to Mr. Beynon under date of April 3, 1958, about 
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the payment for those rocks that you talked about. I won’t take the 
time to go into it. I would just offer it for the record, if I may. 

Mr. Brooks. It might be interesting for clarification as to those 
worthless rocks. They can be so expensive. 

Mr. Wiuu1ams. Now, I would like to refer back to the Behre Dol- 
bear report for just 1 minute to make a reference to something I forgot 
this morning. ‘This report refers on page 9 to the Bureau of Mines, 
This is a reference to Information Circular 6774 by the United States 
Bureau of Mines published only 8 years before our original agreement 
with the Government was made on this ore matter. 

The Bureau of Mines as you know is the agency which Mr. Gardner, 
the Government witness, represented and he was with the Bureau of 
Mines at the time this circular was published. 

It states here that royalties may be 5 to 8 percent of the assay 
value of the ore or of the net returns from the mill or smelter. 

On page 8 the Bureau of Mines gave an illustration of sliding scale 
royalty payments, value of ore $10, 10 percent, $40 to $100, 20 percent, 
and so forth. 

If the foregoing table had been used when the Nicaro ore royalties 
were fixed then in 1942, the royalty would have been 3 cents per 
pound of nickel contained or 85.2 cents per ton of ore. 

Today, due to the increased price of nickel, the royalty would be 20 
percent or 14.9 cents per pound of contained nickel. This would 
amount to $4.26 per ton of ore as contrasted with the present rate of 
$1.73 per ton. This is what Mr. Behre Dolbear had on that subject. 

Now yesterday there was considerable discussion about the non- 
cancellation provision of the proposed contract, proposed modification 
to the contract that was negotiated between Freeport and representa- 
tives of GSA last fall and strong objection was taken on the part of 
certain Government people to making a lease that had a minimum 
take provision and a noncancellation provision. 

It is hard for us to understand why these features could be con- 
sidered objectionable. There has been a great deal of talk about the 
Government making a purchase from Bethlehem for $18 million, and 
it has been strongly recommended by Government witnesses and 
others. 

Now, if the Government made a purchase of these ores for $18 
million, that, of course, would be noncancelable. The only thing is 
that instead of not having to take and pay for our ore if the plant were 
shut down, they would have to take not just the minimum provision 
in our contract, but they would have to take it all in order to justify 
the development, and in addition to that I would like to call attention 
to the fact that in our discussions with Mr. Beynon as a prospective 
buyer for the Nicaro plant, he referred to these Government ore bodies 
that the Government owns and that will be tributary to this plant, and 
he told us that there would be a noncancelable provision for the use 
of those ores and that that provision would run for 20 years. 

So it seems to me—and it would require a certain minimum which 
he had not yet arrived at. So it seems to me that I can’t escape the 
thought that provisions are considered very objectionable if they are 
proposed by Freeport, but not necessarily if they apply to others. 

Now, this was a very interesting thing that came out in the testi- 
mony. Mr. Wildner, the vice president of the National Lead testified 
that in 1956 his company made a firm bid for the acquisition of the 
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Nicaro plant. At that time, our ore contract was, of course, in effect. 
The whole question that we are discussing here is whether the existence 
of our ore contract providing for these payments represent an obstacle 
to the Government securing bids for this plant. 

Now, Mr. Wildner testified that they made a firm bid for this plant 
and I want to point out that at the time he made it, the price of nickel 
was 64% cents a pound. It is now 74 cents a pound, 9% cents more. 

Now, what they pay us for our nickel in effect is about 6 cents a 
pound, as brought out this morning. So it seems to me perfectly 
clear that the existence of this contract is not an obstacle to somebody 
being willing to make a firm bid for this plant. 

I understand this was a lease provision and not a purchase, but 
these are being discussed in both terms. It is not at all surprising to 
me that Mr. Wildner and any other prospective bidder should try to 
get our ore payments reduced. They would like to have this pocketed 
and they would like to operate it at a profit, and the less they pay 
for the ore, the more money they make, so that when you produce 
witnesses to testify on the subject of this ore royalty and you bring 
forward a prospective bidder who indicates that he would like to see 
the price he has to pay for the ore lower, I don’t think that is a very 
surprising attitude. 

Now, Mr. Brooks asked Mr. Beynon yesterday whether I had spoken 
to him on the subject of the Government taking ore for this expanded 
plant that they don’t have the right to take, and Mr. Beynon, I 
believe, said I had not spoken to him about it, and Mr. Brooks asked 
him whether he felt that my failure to do so constituted a waiver of 
notice or anything of that kind. 

Mr. Brooks. I don’t have the transcript before me, but as I recall 
I asked him if the cashing of the payments on the same royalty basis 
by Freeport had constituted a waiver. I don’t think the failure to 
talk to him constituted a waiver, but the acceptance of a royalty 
check, I believe that was the way I worded it. 

Mr. Wixitams. Well, thank you for the correction. The question 
was raised about our failure to protest. Now, I didn’t talk to Mr. 
Beynon about it, but I did talk to Mr. Floete about it and Mr. Floete 
told me that he didn’t think that I ought to raise that point. I told 
Mr. Floete that he was taking ore that he didn’t have the right to 
take, that the contract was very clear, that the language was not only 
clear, but the intent was clear because I personally handled the 
negotiations and I remembered the point and the reasons for it. 

The contract is very clear about the minimum take and also the 
Government’s obligation. The Government has a right to take ore 
that is necessary for the plant as it existed in 1948, the then existing 
facilities. 

Now, the most that they could take under those circumstances was 
1,500,000 tons. Last year they took considerably more than that 
and as a result of that the payments being made to us are much larger 
than they have been in the past and much larger than the Government 
intends to pay us in the future. 

One of these statements made here indicated in referring to the 
exorbitant nature of the payments made to us referred to the fact 
that we were being paid at the rate of more than $4 million a year. 
We have never been paid as much as $4 million a vear and it is very 
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clear that it is not the Government’s intention to pay us at the rate 
at which we are now going. 

They have paid us for 1 month at a rate which, if you multiplied it 
by 12, you would get up to a little over $4 million, but the point is 
that the Government doesn’t intend to continue that, because they 
are building this railroad. They are, very soon, planning to bring 
their own ore to our plant, and they are going to cut down on our ore 
just as quickly as they can. 

Now, I raised this question with Mr. Floete. I told him I didn’t 
think he should be taking our ore without our consent. He said he 
didn’t think I ought to object, because it was the United States Gov- 
ernment, and he felt sure that I didn’t want to be in a position to say 
to the Government that they couldn’t take this ore that was needed 
for the plant. 

Now, I have felt that Mr. Floete was in a very disadvantageous 
position. The Government has gone off and spent $37 million to 
expand this plant, and there is all kinds of confusion about whether 
they have enough ore or whether they don’t. They could very readily 
have made arrangements: to provide enough ore for the expanded 
plant. They could have made arrangements with us. It is very 
clear they shouldn’t have spent $37 million to expand this plant if they 
didn’t know they had enough ore for it, and I think the Government 
is in a very unfavorable position on that, but it is not Mr. Floete’s 
fault. He is not responsible for that, and it did not seem to me that 
it was the thing I should do, recognizing that Mr. Floete had in- 
herited this unfavorable position, that he was doing the very best he 
could to correct the situation. This railroad was being built. 

It is going to be hauling ore here before long, and so we have gone 
along in a spirit of cooperation, Mr. Brooks, and this may be a shock, 
that I should accuse myself of cooperating with the Government, but 
this is the spirit in which we have gone along on the Government 
taking ore which they do not have the right to take. 

Mr. Brooks. Good. 

Mr. Wiis. I feel sure the Government is going to do every- 
thing it can to stop taking as much ore from us as aula as they can. 

Mr. Brooks. Mr. Williams, they have taken a _ considerable 
amount of ore, and they have paid you for it, and your acceptance of 
that royalty money has been prompt, and you feel justified. At this 
point I don’t see Mr. Floete. Is he still here. 

Mr. Fioete. Yes. 

Mr. Brooks. Mr. Floete, would you ask your assistant to call 
your office now and get the amount of money that has been paid 
each month for, say, the past 15 months to Freeport? 

Mr. Fuiorre. For ore? Surely. 

Mr. Brooks. We can have that in a matter of a few minutes. 
Then, Mr. Williams, I wondered, sir, if I could continue for just a 
moment. I have a letter here that Freeport wrote, April 11, 1958, 
from Mr. Pearson E. Neaman, who is the senior vice president and 
general counsel of the Freeport Sulphur Co., which letter is directed 
to Mr. Ira Beynon at GSA. 

Now, in this rather lengthy letter Freeport points out several per- 
tinent problems that choad be resolved before bids are invited on the 
nickel plant. Now, to be constructive about this, we would like to 
have the benefit of your opinion, as concisely as possible, as to what 
extent these problems should be resolved before bids are requested. 
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But, before you testify on these disposal problems, some of which 
you have already touched upon, I would like to get an idea as to 
whether or not Freeport Sulphur is a prospective bidder for the Nicaro 
plant. 

The reason I ask this question now is because you have been quoted 
in the newspaper as saying that Freeport had no interest in buying 
the plant, and, of course, we would like to have you as a prospective 
purchaser. You are solvent, you own the ore, and you would probably 
be in a position to make a substantial bid. 

Mr. Wiuu1aMs. I was incorrectly quoted in the newspaper, and that 
gives me the opportunity to refer to something that Mr. Beynon said 
yesterday, on which his recollection is entirely different from mine, 
He referred to one of these meetings that we have had from time to 
time and said that I asked for a recess and went out and came back 
and said that I sent a telegram to Mr. Floete asking to bid for this 
plant, and said that I took the position that there was no reason for 
Freeport to make this plant attractive to other bidders. 

Now, my recollection is entirely different from that. I didn’t send 
a telegram at that time; I sent it later; that is not too important a 
point, but his recollection was wrong on that, and it is wrong on this, 
too. I didn’t say anything like that at all. 

Mr. Brooks. To get back to the question, you say you were mis- 
quoted, and you are interested in the plant. 

Mr. WituraMs. What is that? 

Mr. Brooks. You say the newspaper misquoted you when they 
said you were not interested in the plant. 

Mr. WituiaMs. Here is the position we took with Mr. Beynon: 
We had said that-our major interest in nickel, we have felt, should 
be another property. However, we own this mine, and we have to 
make some provision with respect to it. If we could make satisfactory 
arrangements with the Government for the use of our ore in this plant, 
we felt at that time that we would prefer not to bid for the plant and 
that we would concentrate our efforts on this new plant if we were 
successful in starting it. 

I took the position that our major interest in the Nicaro mine is the 
ownership of this valuable property. I have got to be interested in 
what happens to it. I have got to be interested in who operates it, 
Our position was that, if we could put this ore contract in shape so that 
everybody was on a competitive basis where we could do all of the 
things that the Government needed to have done, such as handle 
that assignability question that was touched on this morning, make 
the contract assignable, extend the contract to make it run for 20 
years instead of 10 years, make all of our ore available—some of it is 
not available under the contract—to‘make the ore—to make it under- 
stood that the ore could be used for the expanded plant, to do all of 
those things that it seemed to us most desirable that the Government 
has done, if we could arrive at satisfactory conditions of that kind, 
then the Government would be able to put this plant up for wide 
bidding and nobody would have a special advantage. 

Freeport would not have any special advantage, and so what I 
told Mr. Beynon was that this had been our effort, that this was 
what we had been working on, and it looked like we weren’t going to 
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succeed, and, therefore, I had no alternative except to ask that we 
be allowed to bid for this plant, and this was the conversation, and 
Mr. Beynon’s recollection is not the same about it. 

Mr. Brooks. Mr. Williams, you mentioned some additional ore 
that: Freeport owned. Then Freeport owns ore in the Nicaro area 
not under contract. 

Mr. WiuuiaMs. Yes, and we were going to make all of that avail- 
able. It is tributary to the plant. 

Mr. Brooks. Have you acquired that in the last few years? 

Mr. WituiaMs. I don’t actually know. 

Mr. Brooks. I would appreciate it if you could furnish us that 
information; that is, the estimated tons of ore in each purchase and 
what the acquisition cost was. It might have some bearing on the 
going price of ore in the area. 

Mr. Wiuu1aMs. It was, obviously, acquired after 1942. Exactly 
when it was acquired, I don’t know, but I will be glad to let you know. 

Mr. Brooks. Please do that. This telegram that I have here, is 
this the one? This is the one I think Mr. Beynon was referring to: 

Under date of September 17, 1955, I sent Mr. Mansure, then Administrator of 
General Services Administration, a memorandum setting forth the position of 
Freeport Sulphur Co. that compelling legal and public policy considerations 
require free and open competition for the purchase or lease of the nickel-producing 
facilities at Nicaro, Cuba, without preference to any particular competitor and 
without exclusion of any interested and qualified bidder. I wish to reaffirm this 
position and to reiterate my request, repeated as recently as December 12 during 
a conference with your Mr. Beynon, that Freeport be permitted to participate 
in free and open competitive bidding or negotiation for the purchase or lease of 


the Nicaro facilities. I respectfully request you to name a date for me to come 
to Washington to discuss this matter with you. 


LANGBOURNE M. WILLIAMS. 


Mr. Wiuutams. I hope that satisfactorily answers the question 
about our bidding for the plant. I forgot 2 or 3 things I wanted to 
put in the record. May I do that? 

Mr. Brooks. Yes. 

Mr. WiuuraMs. I would like to offer for the record a telegram from 
Mr. Beynon. This takes us back to where we stopped before lunch. 
We were talking about the question of whether there was any possible 
hardship to the Government because of the amount of this ore pay- 
ment. That, of course, has to do with whether the plant is a profit- 
able operation, with this payment. This is a telegram from Mr, 
Beynon to Mr. Neaman under date of November 28, 1957, which he 
sent, to a lot of other people, too. 

He says: 

Re Nicaro nickel plant, our shipments and billings for the month of October 
amount to 4,458,000 pounds with net profit of $751,000. 

So it is very clear that this payment to us which, of course, had to be 
taken out before you get the profit, doesn’t represent any hardship to 
the Government. Now I would like to offer this letter and just read 
one paragraph from it. This is a letter dated July 3, 1957, and it is 
addressed to Mr. Floete, and it is in response to a letter that he sent 
me and which was introduced in the record yesterday, and I would 
like to introduce this for the record. 

I will just read this one paragraph which quotes from testimony 
Mr. Floete made about the profitability of the plant. 
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Mr. Floete said in response to a question from a Member of Con- 
gress: 

Sir, that matter will be finally determined, we hope, some time this summer. 
We have just extended the present operating contract until the 31st. The plant 
is operating at a substantial profit right now. The first 3 months of this year 
they made approximately 27 percent on sales, after a very substantial charge for 
depreciation. It is a successfully operating plant. 

Now, I would like to offer for the record a letter that I wrote to 
Mr. Beynon under date of June 29, 1956. I won’t read it but it is a 
letter to him and to which he responded and his reply was put into the 
record. It is dated June 29, 1956 

Now I would also like to offer for the record something I failed to 
offer this morning which was this brochure issued by Nicaro. And I 
would also like to offer two letters which Mr. Neaman, our senior vice 
president and general counsel, wrote to Mr. Beynon on this subject of 
plant-disposal problems, and they are dated April 10, 1958, and April 
11, 1958, and I would like to put those in the record. 

Now this brings me to the question of the investigation. 

Mr. Brooks. Just one other point before you get to that, sir. 
I wanted to ask you, sir, did Freeport rec ently purchase from Jones 
& Laughlin ore properties in Cuba? 

Mr. WiturAms. It has not been concluded as I understand it. 
This is what Mr. Beynon referred to. In my testimony this morning 
I said that this had been agreed to, I don’t know that the papers have 
been signed. I think Mr. Beynon stated it correctly, 10 cents a ton 
and I explained the difference to you between paying 10 cents a ton for 
1.2 and 170 cents for 1.42. I put that in the record this morning. 

Mr. Brooks. One other thing I would like to point out. I noted, 
Mr. Williams, that you pointed out you were very generous in your 
royalty payments for the development of the sulfur properties off the 
Louisiana coast in connection with the Humble Oil Co. lease. 

Mr. WriitiaMs. Not generous, just made the best deal we could. 

Mr. Brooks. I was curious about it. I have heard, this may not 
be correct, but I have heard that they have unitized 2 sulfur domes 
about 6 miles apart and that drilling is being done under one of them 
which will hold both domes under the terms of the contract, a rather 
unusual procedure. I wondered if there was any reason for that, if 
there was any compensation to the Government for the extension 
of that lease, and for the allowing of the unitization of sulfur domes 
6 miles apart. 

I thought the original contract had provided, as I recall, for drilling 
within a given period of time and for the development of it, in order 
that the Government be assured of actual production royalties 
out of it. 

Mr. Wiuurams. Well, it is my understanding, Mr. Chairman, that 
the Federal Government under legislation passed by Congress, made 
certain provisions with respect to “these off-shore properties, both oil 
and sulfur and issued or passed some legislation and issued some 
regulations. 

The arrangements for that unitization were made not by us but 
by the Humble Oil Co., as I understand it. It was not made by us, 
but by the Humble Oil Co. We come along to the Humble Oil Co. and 
they have these properties and we say we would like to have these 
properties and we make a deal with them, so we simply took the deal 
that they had made. 
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Mr. Brooks. Was that supposed to have expired in 1955? 

Mr. WituraMs. Never heard of it. 

Mr. Brooks. Was it not extended? 

Mr. WituraMms. I am not familiar with that, Mr. Brooks. You see 
we didn’t make our deal with them until 1956. 

Mr. Brooks. I understand that the Interior Department just 
extended that and I am just wondering whether they are drilling on 
merely 1 of those 2 domes? 

Mr. WiuuiaMs. Well, there were three domes. They had drilled 
on 2 of them and we had to drill on 1 of them. We didn’t find very 
much, but the only one that we are developing now, we are only 
developing one now, which is a very big dome. 

Mr. Brooks. You are holding the others? 

Mr. Wiuiiams. Yes. 

Mr. Brooks. On the basis of this unitization that you say was 
entered into prior to your entering into the deal? 

Mr. Wiiurams. Yes. 

Mr. Brooks. This is an interesting procedure. It is very beneficial. 
It doesn’t require you to develop both domes at this time. You can 
keep one of them out of competition. 

Mr. WituraMs. We couldn’t afford to develop them and the market 
doesn’t need them. When the market needs them, we have it there 
available to develop them. 

Mr. Brooks. Now to resume your testimony. 

Mr. Wiututams. Thank you, sir. 

Mr. Brooks. With reference to the very interesting investigation 
of Mr. Beynon. 

Mr. WiuraMs. Yes, sir. 

Mr. Brooks. Which I was personally shocked to find out about, 
and when I first heard about it I couldn’t believe that Freeport 
Sulphur really had anything to do with it and I told my staff, I said, 
“This must be just somebody trying to find out abost Beynon, 
perhaps some friend of his who wanted a job in Washington. 

I was surprised to learn you authorized the investigation. 

Mr. WiuuraMs. Mr. Brooks, you say you were shocked, because 
you must have had an impression that wasn’t the correct impression. 
This is the first time that I have ever participated in hearings of this 
kind and I have learned of the great power and responsibility of the 
chairman of this committee. 

Mr. Brooks. Perhaps you do us more honor than necessary, and 
it is more than just the chairman. 

Mr. Wiuuiams. I don’t know what my prerogatives are. I incurred 
the displeasure of Mr. Moss yesterday by getting up when I wasn’t 
supposed to get up. I didn’t know that I was violating your rules. I 
want to ask you. You have said some things about me that I don’t 
agree with. Is it all right for me to say so? 

Mr. Brooks. It is perfectly all right, and I hope that if you don’t 

“agree with me, and if you are as you said to the press, angry with me, 
that you won’t find it necessary in your normal business procedure to 
investigate me, but if you do, you will meet a lot of people that know 
me, because I have tried to become well acquainted with thousands of 
people in my home district. 

Mr. WiuuiaMs. Well, now, Mr. Brooks, if I should ever have the 
occasion to make an investigation of you of the kind that we made of 
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Mr. Beynon, I can’t conceive that you would take the slightest exéep- 
tion to it, because apparently there has been 

Mr. Brooks. I would not prejudge that viewpoint. There might 
be certain exceptions. If the investigator represented himself as\ an 
FBI agent or went around prying into my personal affairs, I want to’ 
confess to you right now I probably would take exception to it and, 
if possible, do everything I could to make it uncomfortable for the 
people who were snooping and prying into my personal affairs and 
going around and asking my personal friends. ‘Do you think Jatk 
ever stole any money? We haven’t any evidence on it, but just do 
you think that he did?” 

I think that would be most damaging to my own reputation, if they 
went around and asked the wrong questions. I don’t hesitate to say 
that it is not necessarily the answers, it is the questions. 

You can damn a man by asking the right questions about him. 
Just go and ask, “Did he ever steal any money? Did he ever get 
caught stealing?” And they say “No.” But you have planted a 
suspicion in the minds of the people whom you are questioning and 
if they did that in my district, it would certainly be damaging to me 
and I would take whatever steps I could to protect myself. 

Mr. Wiiuiams. Well, I would never have any intention of having 
any such steps taken. I did not have any such intention of having 
any such steps taken in this case, and I don’t know that such steps 
were taken, but I do know, I never met the man who made the investi- 
gation. I would like to explain exactly the type of investigation that 
was made. 

I think I might first say why I felt it necessary to make the investi- 
gation. I just want to say before I start, that this was by no means 
that type of investigation that has been suggested here. I wanted to 
know what I could find out about Mr. Beynon. This is why: I 
have; of course, had to spend a lot of time talking about this contract 
of ours. I knew the Government had certain points in it that they 
needed to get straightened out. This was not a negotiation in which 
I was asking for anything. I didn’t come down and say, ‘‘Make this 
contract with me; | want something.”” The Government had certain 
problems it needed to have solved. It needed to have the term 
extended. It wanted to have the contract made assignable. | It 
wanted to bring in all of the rest of this ore that was not subject to 
the contract. 

It wanted to have the use of it in its expanded plant, and, of course, 
it wanted to get the royalty reduced. The Government wanted these 
things. We were not asking for anything. So I don’t come down 
and run into a man and say [ want you to do something and then he 
doesn’t do it and I go off and do as has been suggested here, put a 
detective on him to spy on his private life. 

That is completely a wrong picture. What did happen was that 
we had various discussions with the Government. They told us they 
needed to have these things done. We indicated our willingness to 
do them, and we sent down negotiators to Washington to talk with 
the people that had been designated. 

When we got there we met Mr. Beynon. We never had heard of 
him, never saw him before. Mr. Beynon didn’t talk about these 
things that the Government needed to have done such as I have just 
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mentioned, the assignability of the contract, the extension of the ore, 
the ore for the expanded plant. 

He didn’t talk about those things. He began immediately to call 
us names, to threaten us with a congressional investigation, to accuse 
us of holding up the Government, and we had absolutely no basis 
for any such experience as that at all. 

We didn’t understand what possibly could make him behave that 
way. Nevertheless we decided to proceed to try to work this thing 
out with him in a friendly and constructive way, and I personally 
came down and spent a lot of time with him. 

Now I could never get Mr. Beynon to meet me on the merits, to 
discuss this thing with me on the merits. Mr. Beynon said all kinds 
of weird things about this thing. He said, ““You reduce this royalty 
or I will shut this plant down.” This was in the middle of the nickel 
shortage. 

He said, ‘I will shut this plant down.” Another time he said; 
“You reduce this royalty or I will bring it in by sea.”” Another timé 
he would say, ‘‘We don’t need your ore, we have got all of the ore we 
need.” 

I sat down and I tried to reason this thing out with him. I went 
to enormous trouble to present data so that we could both try té 
understand each other. I said if we continued to talk with this fellow 
we are bound to get some better understanding. 

I have dealt with Government people over a long period of years 
and never had an experience of this kind. I don’t ever recall coming 
to Washington and trying to get something from a Government official 
that I ever succeeded in getting just what I wanted and how I wanted 
it, but I almost always have been able to understand what was in the 
other fellow’s mind, how his mind was working and why he didn’t 
agree with the position that I took. 

This was not so with Mr. Beynon. He never would meet me on 
the merits. Now when I finally met Mr. Floete, Mr. Floete and I 
began to talk what I thought was sense. He could say something 
and I could understand it and apparently what I said he could under- 
stand. 

I have never felt it necessary to investigate anybody before. ‘I 
never have. This statement this morning about it being considered 
a normal business practice to engage in sly spying on people, agairi 
I didn’t say that. 

Mr. Brooks. You did not say it was a normal business practice? 

Mr. Witu1aMs. I said it is normal business practice for a business-~ 
man who is dealing with a man to try to want to know all he can 
about him. 

Mr. Brooks. Dealing with a man in the Government? 

Mr. Wiis. I want to know all I can about him. That doesn’t 
mean by any means that I hire investigators. I never have before, 
but I inquire about him, and I think you do, too, and I think that is 
just a normal business practice, to want to know something about 
the people that you are dealing with. 

This is the basis of this misquotation. Now Mr. Beynon not only 
failed to meet me on the merits, he did other strange things. He was 
so obsessed by his determination to make us come down on this oré 
royalty that he blocked a deal by three steel companies. 
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The chief negotiator of the three companies was a company called 
the Washington Steel Co., and they were desperate for nickel, and he 
heard about this deal. These people were willing to come and buy 
our ore and asked us would we sell to them. We said we would. We 
agreed on terms that would pay us more than Mr. Beynon was paying 
us. 

Mr. Beynon found out about this thing. They had to get his con- 
sent to take the ore out over his facilities, and he blocked this deal. 
He blocked this deal and he told them the reason he wouldn’t- agree 
to it was because if they paid us more than he was paying us, it would 
interfere with his plans to get us to reduce this royalty. 

I think in view of the fact that as he expressed himself yesterday, 
he is a strong believer in private enterprise, he likes to see businessmen 
solve their own problems, here this country was in a very great short- 
age of nickel and a very strategic area, for him to block a legitimate 
business enterprise because of his obsession on this thing, showed a 
very strange attitude and I didn’t understand it. 

Now here is a letter dated March 11, 1957, addressed to Mr. Beynon 
by our vice president, Mr. Neaman, in which the facts pertaining to 
this Washington Steel matter are set out, in which we tell him all of 
these things I have told you here, and we never got an answer. 

I want to put it in the record. Now the next thing; Mr. Beynon 
was so obsessed with this thing, it looked like he would stop at nothing, 
I couldn’t understand why, but this is another thing he did; He 
threatened us with the confiscation of our properties by the Cuban 
Government? 

Mr. Brooks. Confiscation by the Cuban Government? 

Mr. Wiu1aMs. The confiscation of our properties by the Cuban 
Government. 

Mr. Brooks. He, himself, had that authority with the Cuban 
Government? 

Mr. WituraMs. He threatened me with having our properties con- 
fiscated by the Cuban Government. Now for a Government servant 
to threaten a taxpayer with having a foreign government 

Mr. Brooxs. What was his statement? This is a little incon- 
ceivable to me. 

Mr. WituraMs. Well, it was inconceivable to me, too, and this is 
why I wanted to find out more about him. 

Mr. Brooxs. What was the statement? It didn’t worry you did 
it? It wouldn’t worry you if I said I was going to get the Venezuelan 
Government to take away your automobile. 

Mr. Witurams. Mr. Brooks, I didn’t take it very seriously, but then 
what did I discover? He went to Cuba and he talked to Cubans 
about the confiscation. Now this morning you referred to a matter 
about the firm of Lazo y Cubas who were the attorneys. 

Mr. Brooks. They were your attorneys, GSA’s attorneys, and the 
attorneys of United Fruit and several others. 

Mr. Wituiams. Yes. If during the lunch hour Mr. Neaman tele- 
phoned Lazo y Cubas and told them what was covered this morning, 
would you be willing to say—this thing is covered in the files. 

Would you let Mr. Neaman tell you what Lazo y Cubas said about 
Mr. Beynon’s testimony? 

Mr. Brooks. Well, he is not here. I have asked him to provide 
me with the correspondence. I think he would provide us with the 
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correspondence relating to the attorney resigning from the Govern- 
ment. I assume that we are going to get that correspondence very 
shortly for the subcommittee, not today, but in a day or two we will 
have it. 

Mr. Wiuuiams. I request that there go into the record the letter 
in GSA files from Mr. Beynon to Lazo y Cubas. Mr. Lazo y Cubas 
to Mr. Beynon on this matter which was testified to this morning and 
it gives an entirely different story. 

Mr. Brooks. Well, we have already requested that the letters be 
furnished to the subcommittee and we hope to get them. We are 
still trying to get some letters from the Attorney General. It takes 
a couple of years time. 

Mr. WiuuiaMs. Will you let Mr. Neaman tell you the story? 

Mr. Brooks. Why don’t we save Mr. Neaman, and hear your testi- 
mony and then we will consider Mr. Neaman’s testimony. 

r. WituraMs. Mr. Brooks, this is a pretty shocking story and it 
would help to understand why I felt I was dealing with a very strange 
character. Mr. Beynon went to Cuba and he talked with Cubans 
and he threatened to have our properties confiscated and this whole 
matter is covered—would my request be accepted that these two 
letters in the GSA file go into the record? 

Mr. Brooks. We would like to have them for our files. Whether 
they go into the record, we would like to see them and see whether 
they merit printing and being put into the record which is what we 
are going to do with the letters you have already requested. 

Mr. Wits. Incidentally, Mr. Brooks, you referred to the fact 
that Lazo y Cubas were replaced by a reputable law firm. This is 

Mr. Brooks. I know neither law firm. 

Mr. Wiuiams. They are reputable lawyers. They are also lawyers 
for the Bethlehem Steel Co. 

Mr. Brooks. You think they are reputable? 

Mr. Wituiams. They are reputable, and so are Lazo y Cubas. 

Mr. Brooks. I am sure there are many reputable lawyers in 
Havana. It is a big city. 

Mr. WituiaMs. But there was a reference to their no longer serving 
because of a conflict of interest. They went over and took the 
Bethlehem lawyers. 

Mr. Brooks. You recall I said yesterday that I have no connection 
with Bethlehem, that they just recently laid off my cousin in my 
hometown and have laid off a considerable number of other of my able 
and loyal constituents. 

Mr. Wituiams. I have nothing against Bethlehem. I have nothing 
against this law firm. I am just stating things for the record that I 
think ought to be corrected. Mr. Brooks, Mr. Lazo said that after 
he resigned in protest because of this—of Mr. Beynon threatening 
confiscation by the Cuban Government of American property—which 
he felt was a very bad thing for his country, co set a very bad 
precedent, that Mr. Beynon and Mr. Mills together (Mr. Mills is 
deputy to Mr. Floete and he is in a position to testify on this) they 
came to Cuba to see them to ask them to reconsider and they did 
not reconsider, and Mr. Beynon asked Mr. Lazo not to tell anybody 
the reason for their resignation because it would be very embarrassing 
to him. Mr. Lazo said he would agree not to disclose the reason for 
the resignation provided Mr. Beynon never told a story that was 
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contrary to the facts about it, but in view of the testimony this 
morning, Mr. Lazo authorized us to state this for the record. 

Now as I'say, I had never found it necessary to investigate anybody. 

Mr. Brooks. Before? 

Mr. Wiiuiams. No, I never have. Mr. Floete turned me down 
repeatedly, has never given me anything I asked for yet. I never 
thought of investigating him or anybody else that I have dealt with 
ever, but Mr. Beynon seemed to me to have such animosity toward 
us and did such strange things that I felt handling such important 
matters I ought to know what his background, his connections, and 
his associations were, and I asked Mr. Bergson, Won’t you check up 
on this fellow? 

Now he did not do what is suggested here in this statement, that 
we pry into his personal life. We did not hire a private detective 
for the purpose of looking for dirt in Mr. Beynon’s private life. We 
did not do anything that is in the same class with wiretapping, which 
I agree is an odious privacy-violating way of doing business. We 
did not engage in any shady scrutiny. We did not tap his wires, 
have anybody follow him, anything of the kind. We sent a man 
out there to inquire about him, and if you look at that letter which 
we supplied you at your request, you will see that what this man did 
was to go out there, talk to his former business associates, talk to 
people who were with him in the law school, talk with people who 
knew him in various walks of life, and he sent us a renort. 

Now, I cannot conceive that any honorable and self-respecting 
man could take the slightest objection to having anybody go and ask 
questions about him of this character and under the circumstances 
under which this man was instructed to act. He made the kind of 
investigation that any man who is entering into public life has made 
of him, and this was the kind of investigation we wanted, and these 
were the instructions that we gave, and I want to say to you, sir, 
that I do not agree at all that I have done the things that I have 
been charged with here. 

Mr. Moss. Mr. Chairman. 

Mr. Brooks. Mr. Moss. 

Mr. Moss. | would like to at this point ask some questions of Mr. 
Williams. I think it is obvious that you had personal difficulties in 
negotiating with Mr. Beynon. The record, I think, supports that 
view, but you stated, I believe, in response to questions by the press 
yesterday or in a statement voluntarily given, that this was normal 
procedure. 

Mr. WiuutaMs. I just told you that I was misquoted, Mr. Moss. 

Mr. Moss. You were misquoted. Have you ever undertaken the 
investigation or caused the investigation of anyone else with whom 
you have dealt? 

Mr. Wituiams. Of this nature. Do you mean hire an investigator? 

Mr. Moss. Hire an investigator. 

Mr. Witu1ams. Never met anybody like Mr. Beynon before: 
Never done anything like that before. Never felt it necessary. 

Mr. Moss. Now, you say you merely wanted to know what kind of 
man you were dealing with. You were not seeking anything in the 
nature of scandal or anything which might be embarrassing. 

Mr. WituraMs. That is true. I wanted to make the sort of check, 
that if the man had been anywhere near my home where I knew 
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people, I would have gotten hold of somebody that I knew, preferably 
somebody who had known him all of his life and say what sort of 
fellow is this, what are his past connections, what could possibly be 
the basis of the animus that this fellow shows against us, because 
since I was not down there asking for anything, and what I was doing 
was offering things that it seemed to me terribly important for the 
Government to have, and he wouldn’t even talk about them. I felt 
there.was something very strange. 

Mr. Moss. I think it would be most helpful if now you can confine 
the answers to rather concise responses to the questions. 

Mr. WiuiaMs. I will be glad to. 

Mr. Moss. Would you in the course of determining the type of 
man with whom you are dealing go to the police chief and check 
records to determine whether or not he had ever been arrested? 

Mr. WiuuiaMs. I have never done ‘anything like that before. I 
didn’t give any instructions that anything like that be done this 
time. I just said to Mr. Bergson, ‘Will you check up on this fellow.” 
* Mr. Moss. Isn’t the investigative report that you supplied the 
committee full of details of that type? 

'oMr. Wiiuiams. Yes, but I didn’t write the report. I didn’t give 
detailed instructions to the investigator. 
- Mr. Moss. Did you authorize the investigation? 

Mr. Wiuiams. I told you what I did, sir. I told Mr. Bergson, 
“Will you please investigate this fellow, check up on him.” That is 
all I said. I do not think that any investigation was made of the 
kind that would not normally be made of a Government official, as 
far as I know, somebody running for office. 

Mr. Moss. Isn’t the purpose of & Government investigation of 
prospective officials or employees to determine whether there is any- 
thing in their background of an adverse nature which makes them 
unfit servants for the Government, the objective of such investigation? 

Mr. WruuiaMs. Well, if you say that is the purpose, I don’t want 
to disagree with it. 

Mr. Moss. Would you state any other purpose? 

Mr. WittraMs. I say my purpose was to find out everything I could 
about this person, his background, his associations, what connections 
he had, could there possibly be any basis for the strange animus that 
he seemed to show about us, and if I had found any such thing I would 
have gone to Mr. Floete and said, ‘‘Mr. Floete, this man has got some 
special reason we can’t deal together,’ but I did not find any such 
thing. 

Mr. Moss. Do you think it would be a proper procedure for officials 
of. business dealing with the Government to undertake investigations 
of the men with whom they were negotiating as comprehensive as the 
investigation you had made of Mr. Beynon? 

Mr. Wiis. Mr. Moss, I know that you don’t think so because 
you made it very clear that you didn’t approve of what I had done 
here, but if I had felt that there was anything wrong or improper in 
any way about the investigation that I asked to be made, I wouldn’t 
have made the request. I had not realized that there was anything 
rmproper or undesirable in any way to send somebody to a man’s 
hometown and ask questions about him so that I could find out 
about his background, and I wouldn’t have the slightest objection in 
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the world to anybody doing that for me, not the slightest, and I can’t 
conceive how anybody-else. would. 

Mr. Moss. Well, I can readily conceive why a person might object 
to investigators going in not only to his hometown but to other com- 
munities, seeking out the chief of police, and asking questions about 
him, going through newspaper morgues back some 30 years and inquir- 
ing into accidents and apparently undertaking every possible effort 
to find something which might constitute personal embarrassment to 
the person being investigated. 

Mr. WixuraMs. Well, I think that was rather absurd going into 
the question of an automobile accident, but that is not what I asked 
for and 

Mr. Moss. But that is the type of investigation that was made. 
The investigation as I read it appears to me to be an effort to develop 
material which could have been used regardless of your intention, if it 
developed anything of an unfavorable nature, to improperly pressure 
or influence or even to blackmail an official of the Government charged 
with negotiating with you not on a basis of personalities but on the 
basis of the best deal obtainable, for the Government. 

Mr. WiuuiaMs. Well, Mr. Congressman, you say that the type of 
investigation might have disclosed something that I might have used 
for blackmail. ‘There is a rather strong implication that my purpose 
and intention was blackmail. 

Mr. Moss. I said regardless of your intentions, the type of investi- 
gation made certainly points to a desire to develop that type of 
material. 

Mr. Wriutams. Well, I am sorry that you draw that impression 
because I have done the very best I can to tell you I had no such 
intention, I gave no such instructions, I did not know what kind of 
investigation was going to be made. A lot of the things like the police 
record I thought was a complete waste of time. What I wanted him 
to do—I looked over this report, I never paid too much attention to 
it, I took a hasty glance at it some time ago, and I wasn’t too clear 
yesterday, but I looked at it. 

Most of the people that he went to, the vast majority were people 
that he had been in business with, been in law school with, people 
who knew Mr. Beynon, he went to them and said, ‘‘What sort of man 
is Mr. Beynon?”’ 

Now, the police thing seemed to me quite absurd and it was not 
the sort of thing that I was interested in at all. All I can do is to say 
I am sorry that it gives you the impression that this was what I was 
after because all I can say is that that is not what I was after and I 
would also like to point out, Mr. Moss, that although there are a few 
things in here that are of a rather unattractive nature, nothing of 
any serious import at all, I never used them, I didn’t quote it, I 
didn’t pass the thing around. 

In fact, when Mr. Brooks asked for this thing, we said we don’t 
think this is the sort of thing that ought to be put in a public record 
because we don’t know who made these remarks. It doesn’t seem to 
us to be the right sort of thing to say, to go out and put into a public 
record remarks by unknown people. We don’t know who those people 
are. 

Mr. Moss. I am pleased to learn the purity of your intentions. 
Again I think my conclusions that I have drawn as to the type of 
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investigation are fully supported, because when any person interro- 
ated mentioned anything which might be unfavorable, that was run 
own. I think it is a credit to Mr. Beynon that he came out of this 
without anything that could be embarrassing. I think he stands up 
very well under this most searching investigation. 

Mr. Wiuctams. I agree. 

Mr. Moss. I would have assumed, however, knowing the careful 
scrutiny by the Government of its employees, that this type of investi- 
gation would have been determined in advance. 

Mr. Wituiams. I wanted to know what his associations were, if 
there was any clue as to the animus he showed to us. That is what 
I was after. 

Mr. Moss. Doesn’t that raise a question properly in the minds of 
any person who is investigating a matter such as the Nicaro plant 
operation and its many ramifications, that perhaps in seeking that 
type of information, his associations, you might also have been seeking 
the opportunity through some mutual acquaintance to bring pressure 
upon him in a manner that might somehow color his decision? Don’t 
you raise that doubt in the minds of anyone examining the record? 

Mr. Wiutiams. It would never have occurred to me. 

Mr. Moss. Well, I think it should occur to you. 

Mr. Wituiams. Well, I learn from my experience, Mr. Moss, but 
it would never have occurred to me that that would have been sug- 
gested. 

Mr. Moss. Well, it would occur to a great many of us who know 
the efforts sometimes made to get us to act contrary to our convictions 
on matters of governmental business. 

Mr. Wittiiams. I have not been engaged in that type of activity. 

Mr. Moss. Now you have stated that you were threatened with 
confiscation of your property. 

Mr. Wituiams. Yes. 

Mr. Moss. Wouid you repeat as nearly as possible to the best of 
vour recollection the exact phrasing of that threat. 

Mr. WituiaMs. I won’t undertake to be sure of the exact wording, 
but the general nature of the conversation was this: 

Mr. Williams, this is a Government plant. If this were in the United States, 
we would have the right of eminent domain. Now, it may very well be that the 
Cuban Government will not like these big payments that are being made to you 
and that something can be done about it. 

I am not undertaking to quote word for word. This was some time 
ago. You asked me to give the general import. 

As I told you, I didn’t take that very seriously. I didn’t take a 
lot of things Mr. Beynon said very seriously, but what I did take 
seriously was when he went to Cuba and he talked to Cubans about 
having the Cuban Government confiscate our property. I did take 
that seriously. 

Mr. Moss. You have that as a matter of hearsay. 

Mr. Witurams. You can have it as a matter of personal testimony 
and in writing, too. 

Mr. Moss. It is a matter of fact that if it were in the United States 
there would be the right of eminent domain. 

Mr. WituiAMms. No, sir, this is a contract we made with the United 
States Government. The United States Government can cancel the 
contract on 6 months’ notice. 
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Mr. Moss. It could also take steps to acquire the property through 
the right of eminent domain if it were in the United States. 

Mr. Wits. I will not argue with you. Are you a lawyer? I 
am not. 

Mr. Moss. I am a real-estate broker. 

Mr. Wruu1aMs. You know more about eminent domain than I do. 

Mr. Moss. I think it was a statement of fact. Whether it was a 
threat is entirely a matter of your own judgment. I think that he had 
the responsibility to push as hard as he could for the most advanta- 
geous deal obtainable for the Government as you had the responsi- 
bility to your stockholders to push as hard as you could for the most 
advantageous deal for Freeport Sulphur; isn’t that correct? 

Mr. WiuraMs. Certainly. But you see, he would never talk to me 
on the merits. This is why I could not 

Mr. Moss. Maybe you disagreed as to what the merits might be: 
You see, you might have a disagreement here in the opening statement 
or the opening sentence of your statement presented by you this 
morning. ‘The real issue before this committee is: ‘‘Whether our ore 
contract is blocking the disposal of the Government nickel plant 
because the royalty rates are excessive.”’ I don’t agree with you at 
all and I wouldn’t be unpleasant about it nor in any way personal, 
because as I see the real issue before this committee is whether or not 
this is a fair market price judged against the available ore supply 
reasonably accessible to that plant. 

Now, whether it is a fair price in an overall world picture is another 
question, but in comparison with the ore which might be available 
from Bethlehem or from the Government’s own holdings, then I think 
you have a fair criterion of judging fair market price. 

Now, that is an issue before us, do you agree? 

Mr. Wiuuiams. Mr. Moss, if you and I were discussing it, I wouldn’t 
have any problem at all. Mr. Beynon never talked to me that way. 

Mr. Moss. I wouldn’t contend that investigations or campaigns 
wouldn’t bother me at all. I think many diligent people have at- 
tempted to search my records to try to find something. 

Mr. WiuuiaMs. I wouldn’t expect you to be upset about it. 

Mr. Moss. I would resent it bitterly. Because I think it would be 
none of your business to probe into my character, but whether or not 
you did would not embarrass me. I have become accustomed to that 
sort of effort. But I think in considering the role of the Government 
negotiators here, there is a broader question than whether or not you 
can justify the price of the Freeport Sulphur in comparing it to other 
ore deals at other places in the United States or other sections of the 
globe. I think it is a question now of whether there is an available 
supply competitively, as to whether on the basis of that competition 
it is a fair price, and there would appear to be serious doubt as to the 
fairness of the price using that method. 

Mr. Wiuu1aMs. I am glad to discuss that aspect of it with anybody 
as long as they have the patience to do it. 

Mr. Moss. Don’t you think that the admission or statement by 
Mr. Wildner this morning, representing the present operators of the 
Nicaro plant, that if the proposed contract, the revised contract, 
were entered into that it would discourage National Lead from offering 
to buy or to lease is evidence that there is a reasonable question as to 
whether or not the royalty rates do constitute a block in the Govern- 
ment’s efforts to dispose of the plant? 
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Mr. Wixu1aMs. No, siree bob, because I just pointed out Mr. Wild- 
ner testified this morning that he made a firm bid for this plant in 
1956 when the price of nickel was 64% cents and our royalty is only 
about 6 cents, the price has gone up 9% cents. 

Mr. Moss. My question went to the proposed revision of the 
contract where he indicated that if the Government accepted that 
revision that it would in all probability discourage any further offers 
from National Lead. Now, if that is a fact, then it would appear 


that the question of royalties and the terms of this contract have a 


very definite bearing on the ability of the Government to dispose of 
this plant. 

Mr. Witu1aMs. I don’t agree. What I was trying to do, Mr. Moss, 
was not to fix this thing so just one company was in a position to 
acquire this plant. I wanted to put this in such condition that any- 
body who wanted to come, that this Government could get the 
greatest amount of competition for this plant, and it seemed to me 
that it was very desirable in the Government’s interest that that. be 
done, and in order for that to be done, that it would be very desirable 
for the Government to be able to say here is this ore, you have got 
all of the ore you want for 20 years, you have got all of the ore you 
want for the expanded plant. We can assign the contract. All you 
want to know if you buy a plant is you have got the ore, and this is 
what we were trying to do, and I feel that it would be greatly in the 
Government’s interest to do that, and this is what I have been trying 
to bring about for the last 2 years, so I certainly do not agree with 
Mr. Wildner that it is contrary to the Government’s interest. 

Mr. Moss. If the Government acquired the Bethelehem ore and 
the ore is as good as it appears to be according to the testimony of 
Mr. Gardner, wouldn’t it then be a more attractive opportunity for a 
company? 

Mr. Wriu1aMs. Now, Mr. Moss, I don’t think so, I am obviously 
a prejudiced witness on the subject of the desirability of my ore as 
compared with somebody else’s ore, I don’t think so. But I would 
like to make one point here that I think is very important, 

Mr. Beynon in his eloquent speech this morning at the close of his 
testimony talked about his indignation at anybody putting a small 
amount of money into a mineral property and ending up with large 
returns that ran into the millions. Now, I wonder whether Mr. 
Beynon has inquired what it cost Bethlehem Steel Co. to acquire 
these ore deposits that he advocates the Government paying $18 
million for. 

Mr. Moss. If they are as good as has been represented in the 
testimony to the committee, they are equal then to the ores owned 
by Freeport, are they not? 

Mr. WiuutaMs. But the point is that the Bethlehem Steel Co. paid 
$6,000 for these properties that he is advocating the Government buy 
for $18 million. I don’t say there is anything wrong with that. I know 
that all through these years the Bethlehem Steel Co. has spent a lot of 
money trying to make those ore properties valuable. I knowthey have 
engaged in research. I don’t think there is anything wrong with that. 
All I want to say is that Mr. Beynon’s blood boils when he thinks 
of our buying a mineral property and getting big returns on it, but he 
advocates the Government paying $18 million for a property that 
Bethelehem Steel paid $6,000 for. 
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Mr. Moss. Yes, but isn’t the reasonable criterion there as to the 
value of the ore itself, how much you paid for it, how much Bethlehem 
paid for it is not really at this point mportant? 

Mr. Wiuutams. Let’s you and I agree on one thing. What Beth- 
lehem paid for this property has no possible relation to what they are 
entitled to get for it today. Isn’t that what you just said? 

Mr. Moss. I wouldn’t agree that it has no bearing, but in weighing 
the Bethlehem ore against the Freeport ore, I think the basis for 
judgment is the quality of the ore, the accessibility, and the final cost 
to the Government. , 

Mr. WixuiaMs. That is what I feel. That is what I feel. 

Mr. Moss. And the testimony yesterday indicated that the Beth- 
lehem ore was equal to the Freeport ore. 

Mr. Wixiiams. Well, I may or may not agree with the testimony 
of yesterday, but I do agree with you that the final test for the Govern- 
ment as to what they buy is whether it is to their best economic 
interest that they should buy the ore for this plant that results in the 
best returns to them for this plant. This is what you and I agree on. 

Mr. Moss. Wasn’t that the effort being made by Mr. Beynon, to 
get the best possible deal for the Government so that it could ulti- 
mately dispose of the Nicaro property? 

Mr. Wiuurams. He was trying to get our ore payment reduced. 
I can understand that that is the proper function for him and he has 
been very persistent at it. 

Mr. Brooks. One point, Mr. Moss, I wanted to make before we 
get attached to a fixed figure, is that this $18 million, as I understood 
Mr. Beynon’s position, is merely an original offer. Now this was not a 
final negotiated price and there seems to be every indication, as pointed 
out by Mr. Beynon and Mr. Floete, that they might well, if they 
reached any final stages of negotiation with Behlehem, get the price 
fixed considerably below the $18 million. They were just using that 
figure as a preliminary offer which they could compare with your 
ores, Mr. Williams. They feel the $18 million is too much to pay 
Bethlehem and they hope to buy it for less. But even the $18 million 
cost would, according to the mining evidence presented, result in a 
considerable saving, compared to the current royalty payments to 
Freeport. 

Mr. Wildner is a hard working, capable, and astute businessman 
like yourself. 

Mr. WitutamMs. I was going to say “amen” before you got to the last 
two words. 

Mr. Brooks. He is an able man in the business world and well re- 
spected. Ido not always agree with Mr. Wildner, but in this instance 
he substantiated his figures that the Government would save about 
$1,600,000 per year by buying Bethlehem ores rather than Freeport 
ores, and he is saying this is an open hearing where every prospective 
purchaser can be aware of that. He will have competitors that want 
to buy this same valuable plant. 

Mr. Moss. That is all the questions I have. 

Mr. Reuss. Mr. Chairman. 

Mr. Williams, you testified a moment ago to the existence of a 
couple of letters, one from Mr. Beynon to Attorney Lazo of Havana 
and another from Lazo to Beynon, in which letters I gather there was 
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material which you regarded as evidence that Mr. Beynon was threat- 
ening you with confiscation by the Cuban Government, is that correct? 

Mr. Wiuiams. That is correct. 

Mr. Reuss. What was the date of those letters? 

Mr. Wixu1aMs. Would it be agreeable to have Mr. Neaman testify 
beeause he had the conversation on the telephone as a result of what 
was developed this morning? 

Mr. Reuss. Well, you are familiar with the matter. Why don’t 
you consult with Mr. Neaman as to the dates and then respond to 
my question? Do you have the dates of the letters? 

Mr. WituiaMs. Yes, the first one Mr. Beynon to Lazo y Cubas, 
June 11, 1956; Lazo y Cubas to Beynon, June 19, 1956; Beynon to 
Lazo y Cubas, June 27, 1956; and Lazo y Cubas to GSA, I don’t 
know exactly to whom it was, this was taken down on the telephone 
just now, February 20, 1957. 

Mr. Reuss. And wherein in those letters is this threat of confisca- 
tion by the Cuban Government of your property set forth? 

Mr. Wiuuiams. Mr. Neaman says it is the February 20, 1957, 
letter. 

Mr. Reuss. From 

Mr. Wiuuiams. From Lazo y Cubas to GSA, I don’t know to whom. 

Mr. Reuss. And solely in that letter, not in any of the other four? 

Mr. Wituiams. [ am not familiar with that. He talked on the 
telephone with him. 

Mr. Reuss. Well, if it was just in the February 20, 1957, letter and 
not any of the earlier letters, those written in June of 1956, and 
since the February 20, 1957, letter was written by Lazo rather than 
Beynon, how did that letter show that Beynon was threatening con- 
fiscation? 

Mr. WiuuiaMs. I will be glad if you want to ask Mr. Neaman. 

Mr. Reuss. Well, why don’t you consult some more on this matter? 

Mr. WiuuraMs. The 20th of February, 1957, letter was the letter 
in which Lazo and Cubas resigned because of Mr. Beynon’s threats, 
and they set forth the whole story of what happened. 

Mr. Reuss. Any reference to Mr. Beynon’s threats is in the Febru- 
ary 20, 1957, letter and not any of the earlier letters? 

Mr. WiuuiaMs. That is right. 

Mr. Reuss. And then those letters are irrelevant to what we are 
discussing here. 

Mr. WituiaMs. They are not irrelevant. 

Mr. Reuss. Why? 

Mr. WiiuiaMs. Because they show that the conflict-of-interest 
question has been raised and disposed of. Presumably then it was 
not because of conflict of interest that they were dismissed as sug- 
gested here in previous testimony, but they resigned because of the 
threats of confiscation made by Mr. Beynon. That is as I under- 
stand it. 

Mr. Reuss. Now during June 1956 when these letters from Beynon 
to Lazo, and Lazo to Beynon were being written, Lazo was the 
attorney representing GSA, was he not? 

Mr. WiuuraMs. There is a firm of two men, Lazo e Cubas. It isa 
big firm down there. 

Mr. Reuss. That firm represented GSA, did it not? 

Mr. Wiuuiams. Yes. The way that arose, Mr. Reuss 
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Mr. Reuss. May I get your answer on that? Was your answer 
fo my question of whether Lazo’s firm represented GSA during 
June 1956 “‘Yes’’? 

Mr. Wiu1aMs. It is my understanding that they represented GSA 
for quite a number of years and up until shortly after this letter of 
resignation. 

Mr. Reuss. This letter of resignation was in February 1957? 

Mr. WituiaMs. Yes. 

Mr. Reuss. So your answer to my question as to whether the 
Lazo firm represented GSA in June of 1956 is ‘“‘Yes’’? 

Mr. WiutraMs. Yes. 

Mr. Reuss. Let me ask you this question: How did you get hold 
of the attorney-client correspondence between Lazo and his client? 

Mr. WiuuiaMs. I didn’t. This information came to us on the 
telephone at lunch time, when the testimony was that he dismissed 
them. We telephoned Lazo to get the story and this is what he told 
us. 

Mr. Reuss. Where did you acquire your familiarity with the 
contents of these letters? 

Mr. WiutAMs. I am not familiar with the contents of the letters. 
I am trying to get Mr. Neaman to tell you about it. He had the con- 
versation. 

Mr. Brooks. Mr. Neaman, will you be sworn, sir? You are Mr. 
Pearson Neaman. You are the senior vice president and general 
counsel of Freeport Sulphur? 

Mr. Neaman. Yes. 

Mr. Brooks. Do you swear that the testimony you are about to 
give before this committee will be the truth, the whole truth, and 
nothing but the truth, so help you God? 

Mr. Neaman. I do. 


TESTIMONY OF PEARSON NEAMAN, VICE PRESIDENT AND 
GENERAL COUNSEL, FREEPORT SULPHUR CO. 


Mr. Brooks. Will you be seated, sir. 

Mr. Reuss. When did you and ‘Freeport Sulphur get hold of the 
contents of these letters written in June of 1956 between Mr. Beynon, 
on the one hand, and attorney Lazo, on the other? 

Mr. NeamMan. We never got hold of the contents of those letters. 
I have never seen them in my life. 

Mr. Reuss. Well, how do you and Mr. Williams know about 
their contents and how was it that Mr. Williams testified a little 
while ago that those June letters had some bearing on this case? 

Mr. NeamMan. Because during the noon recess I telephoned to 
Havana and spoke to Dr. Lazo and I said that during Mr. Beynon’s 
testimony this morning, Mr. Beynon had testified in effect that he 
had caused a cancellation of the retainer of Lazo y Cubas by GSA 
because of a possible conflict of interest, and I asked him if that was 
true and if not, what was the full story. 

Dr. Lazo said that in a letter which Mr. Beynon had written on 
June 11, 1956, Mr. Beynon had raised a question at that time about 
possible conflict of interest. He said that his firm had given a full 
reply to Mr. Beynon in a letter dated June 19, 1956. He said that 
subsequently he received a letter from Mr. Beynon dated June 27, 
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1956, in which Mr. Beynon had thanked him for the letter of June 19, 
1956, and had appeared to be satisfied with Dr. Lazo’s reply. He said 
that his retainer, the retainer of his firm had been continued and that 
there was no further discussion about any conflict of interest for a 
period of several months thereafter. He said that in February of 
1957 Mr. Beynon had come to Cuba and had a conference with Mr. 
Cubas who was Dr. Lazo’s law partner. He said that at that meet- 
ing Mr. Beynon had made a number of statements, that one of those 
statements was that he wanted Dr. Cubas to know that he was en- 
gaged in negotiations with Freeport regarding the ore contract and 
that the time might come when it would be impossible for Lazo y 
Cubas to represent both GSA and Freeport, because of a conflict of 
interest. 

He also said that GSA contemplated enlisting the cooperation of 
the Cuban Government to take some action against Freeport and 
mentioned the possibility of condemnation of Freeport’s mining 
properties by the Cuban Government. 

Dr. Lazo and Dr. Cubas also learned that Mr. Beynon had made 
the same statement to Mr. Gamba, who is an official connected with 
the Snare Corp., and he said that they had reason to believe that he 
had made the same statement to other people in Cuba. He said that 
they had received this statement from Mr. Beynon and learned of 
these other statements to other people with such a deep sense of 
shock that an official in a responsible position in an important agency 
of the United States Government should suggest the possibility that 
the cooperation of the Cuban Government should be enlisted to ex- 
propriate the property of American citizens, that he felt that that 
proposal was so horrifying in its implications so far as Cuba was 
concerned, that he felt he was—he felt that his firm was no longer 
in & position to represent GSA. 

He said that they had then written a letter to GSA. I don’t know 
whether he said to GSA or to Mr. Floete, dated February 20, 1957, 
in which they had resigned their retainer for this reason. 

Subsequently, Mr. Beynon and Mr. Mills had come to Havana 
and had a conference with him. At that conference, Mr. Beynon 
had asked them to please keep this matter confidential because it would 
be embarrassing to him if it were ever disclosed, that Dr. Lazo had 
then replied that they would keep it confidential but that if GSA 
ever told a story regarding the severance of their relations which was 
inconsistent with the true facts as he had stated, that they would 
feel at liberty to make a complete statement as to what the full facts 
were. 

As a consequence, they would be glad to respond to any request by 
this committee for copies of these documents. 

Mr. Reuss. And this was obtained by you over the telephone this 
noon? 

Mr. Neaman. It was. 

Mr. Reuss. When did you first hear about this threat of Cuban 
confiscation ? 

Mr. Neaman. The first time I heard about it was in Mr. Beynon’s 
office in December of 1956 during a conference at which I was present. 
That was the first time that Mr. Beynon made this threat in my 
presence. 
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Mr. Reuss. When did you first know that Mr. Beynon had dis- 
cussed Cuban confiscation with Mr. Lazo or with his law partner? 

Mr. Neaman. I heard reports from Cuba that Mr. Beynon had 
been making statements to that effect in Cuba, but I don’t know of 
his discussing it with Lazo and Cubas before just now. 

Mr. Reuss. Before your telephone conversation this noon. Are 
you a lawyer? 

Mr. Neaman. Yes; I am. 

Mr. Reuss. You are familiar with the canon of ethics obtainable at 
least in this country, that a lawyer shall not disclose to a third party 
communications received from his client and communications to his 
client? 

Mr. Neaman. Yes; I think I am. 

Mr. Reuss. Don’t you think Dr. Lazo, assuming the Cuban bar 
has a similar canon of ethics, was playing rather fast and loose with 
that one? 

Mr. Neaman. I wouldn’t think so. 

Mr. Reuss. Why not? 

Mr. Neaman. Well, I would think if Dr. Lazo was here in person 
and had heard testimony regarding the termination of a relationship 
which was inconsistent with the facts as he understood them, that 
he would have every right to get up on his feet and tell what the true 
facts are. If Dr. Lazo is justified in believing what I told him on the 
telephone, I think he was equally justified in asking me or authorizing 
me to make the statement to the committee that he would have 
made if he had been here. 

Mr. Reuss. Do you think he was justified in disclosing to you 
and through you to the world the contents of these communications 
from his client? 

Mr. Neaman. I think he was justified on the basis that I men- 
tioned; yes. 

Mr. Reuss. No further questions. 

Mr. Brooks. Counsel, Mr. Townsley, has a couple of questions, 
Mr. Townsley. 

Mr. Townstey. Mr. Neaman, do I understand your testimony to 
be that you never before today at noon discussed the matter of Mr. 
Beynon’s alleged threats of confiscation with a member of the law 
firm, Lazo y Cubas? 

Mr. Neaman. Oh, no; I didn’t say that. I did discuss it. I told 
them Mr. Beynon had threatened us with confiscation. I said I didn’t 
remember their having told me about his having said that to them, but 
I do remember having had it from other Cuban sources. 

Mr. Townstey. But you had discussed it with Dr. Lazo before? 

Mr. Neaman. Yes. 

Mr. Townstey. Did you have a visit from Dr. Lazo in the early 
part of 1957 in New York? 

Mr. Neaman. I don’t recall. 

Mr. Townstey. You or Mr. Williams? 

Mr. NeamMan. You might refresh my recollection. 

Mr. Townstey. Mr. Beynon testified earlier today he received a 
letter from Mr. Lazo*‘statmg he was going to New York City and 
from there he was coming to Washington to talk to Mr. Beynon. 
Mr. Beynon never received such a visit, although Dr. Lazo did go to 
New York City. 
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Did you have any conversations with him during that visit, at any 
time within a few months before the beginning of 1957 and a few 
months after 1957? 

Mr. Neaman. Well, I don’t know anything about the time to which 
you refer. I see Dr. Lazo several times a year ordinarily. 

Mr. Townstey. Mr. Neaman, this visit was only a few days before 
Dr. Lazo wrote the letter to Mr. Floete and it seems to suggest that 
he had consulted with you all before he had written this letter. Did 
you discuss this letter with him in any manner. 

Mr. Neaman. No. 

Mr. Townstey. Did you discuss the contents with him in any 
manner? 

Mr. NeaMan. No. 

Mr. Towns.ey. The matter of confiscation you said you discussed 
with him? 

Mr. Neaman. I didn’t say I discussed it then. The matter of 
confiscation I have discussed with Mr. Lazo on a number of occasions. 
I told him about Mr. Beynon, the way Mr. Beynon behaved, and 
some of the things he did. Included in those things were Mr. Beynon’s 
threats of confiscation. 

Mr. Townstey. Do any of those comments suggest he might have 
incorporated the essence of your conversation with him in the letter 
to Mr. Floete? 

Mr. Neaman. I don’t know, Because he only told me on the 
telephone he wrote a letter of resignation. 

Mr. Townstey. Then it is your sworn testimony you have never 
seen that letter before? 

Mr. Neaman. No. 

Mr. Townstey. Have you had a copy of that letter today? 

Mr. Neaman. No. 

Mr. Townsey. You have referred to the letter today; haven’t you? 

Mr. NeAMAN. Yes; I said that Lazo told me on the telephone that 
he had sent a letter dated February 20, 1957, to GSA or Mr. Floete 
resigning. 

Mr. Towns.ey. Then it is your understanding that Dr. Lazo 
voluntarily resigned out of indignation; is that your understanding? 

Mr. Neaman. That is what Dr. Lazo told me; yes. 

Mr. Townstey. I was told by Mr. Bergson sitting beside Mr. 
Williams that Dr. Lazo did not resign, he was fired by Mr. Peynon, 
and he suggested that the reason he was fired was the conflict-of- 
interest’ suggestion plus this matter of threats of condemnation or 
confiscation, it is not clear what they are, which Mr. Beynon might 
like to explain later, but was it your understanding that Mr. Beynon 
fired Dr. Lazo? 

Mr. NeamMan. Well, I had heard rumors about it. 

Mr. Townstey. Where did you hear the rumors? 

Mr. Neaman. Well, I had heard stories that Lazo y Cubas were 
no longer representing GSA. 

Mr. Townstey. From whom did you hear it? 

Mr. Nraman. Well, I think some of the GSA people told me. 

Mr. Townstey. Who in GSA told you? 

Mr. Neaman. I don’t believe I do. 

Mr. Townstey. Well, you have dealings with just a few in GSA; 
don’t you? 
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Mr. Neaman. Yes. 

Mr. Townstey. Who did you deal with? 

Mr. Neaman. Mr. Fredel, Mr. Mills, some of the accounting people. 

Mr. Townstey. Do you recall which official of GSA you discussed 
the firing of Mr. Lazo with? 

Mr. Neaman. I am not sure who told me first Lazo y Cubas were 
no longer representing GSA. 

Mr. Townstey. Did Dr. Lazo ever tell you? 

Mr. Nreaman. Yes. 

Mr. Townstey. Did he tell you why? 

Mr. Neaman. I don’t think’ he did. 

Mr. Townstey. Did he tell you that Mr. Beynon had fired him? 

Mr. Neaman. No; he did not. 

Mr. Towns.ey. And he didn’t tell you why? 

Mr. Neaman. No. 

Mr. Townstey. Did you ask him why? 

Mr. Neaman. I think I did. I think he said they had had some 
disagreement about a matter of policy or something of that sort. 

Mr. Townstey. But he was very reticent and wasn’t eager to dis- 
close his reasons as he was on the telephone today at noon; is that 
true? 

Mr. Neaman. He didn’t disclose them, at any rate. 

Mr. Towns.ey. He disclosed the reasons in his conversations with 
his client, the United States Government? 

Mr. Neaman. Yes. 

Mr. Brooks. Mr. May, do you have any questions of Mr. Williams? 

Mr. May. No; no questions, Mr. Chairman. I think the issue has 
been fairly well covered. 

Mr. Brooks. Mrs. Dwyer. 

Mrs. Dwyerr. No questions, 

Mr. Brooks. I have one further comment to make. We discussed 
the actual royalty paid, and, Mr. Williams, you said the figure of $4 
million was not quite in accordance with your understanding of the 
situation, so we requested the GSA at that time, a couple of hours 
ago, to give out the amounts paid to the Freeport Sulphur Co. sub- 
sidiary for royalty on ore and, for the last 12 months, it is approxi- 
mately $3,900,000, for the last 12-month period. 

For the last 6 months, it is approximately $2,150,000. Now, on 
the basis of that last 6-month figure, it would run considerably over a 
total of $4 million a year, and I want to submit these figures for the 
record as being the official Government figures on their payments to 
your subsidiary for the royalty, just to clarify the matter. 

Mr. Wiu1ams, May I comment, sir? 

Mr. Brooks. Yes. 

Mr. Wiiui1ams, What I said was that they had never paid us as 
much as $4 million in any 1 year. I meant a calendar year. That 
is the sort of figure that I keep in mind. 

Mr. Brooks. This is because, as you and I both know the expanded 
plant has been utilizing more ore in their throughput within the last 
few months than it had previously, and that the rate of royalty 
payment has, accordingly, been stepped up considerably from around 
$200,000 a month to in excess of $300,000 per month. So, I just 
wanted to clarify that point. 
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_ Mr. WiiuraMs. What I testified was we had never received as much 
as $4 million in any 1 year; that I did not expect to receive as much 
as $4 million in any 1 year, that we had received as much in 1 month 
that, if you multiplied by 12, would be $4 million, but that it was not 
the intention of GSA to continue this thing, because they were going 
to get their own ore as soon as they could. I don’t think there is any 
fundamental difference between your understanding and mine. 

Mr. Brooks. Well, do you have any further statement to make? 
If not, I want to thank you for your courtesy, and thank you and your 
associates for coming down. We are pleased to have had you, and 
you have been very helpful to us. I think, before closing, I would 
like to ask Mr. Beynon if you would refresh your memory and the 
committee’s memory on what you said about confiscation or con- 
demnation. 

As I recall, you said you had pointed out the possibility, or dis- 
cussed the possibility, of condemnation if it were property in the 
United States. Now, I wish you would restate exactly what you said, 
to the best of your memory, in order that we get this matter straight- 
ened out. I hope that you have not been using the word “‘confisca- 
tion,’ because, certainly, it is not something that we in this country 
would want to promote in any other country or our own. 

Mr. Wiitams. May I express my appreciation for the opportunity 
that you have given me to appear here and the amount of time that 
you have given me to present my thoughts on this subject. 

Mr. Brooks. We are very pleased to have had you here, Mr. 
Williams. 

Mr. Wiitiams. Thank you and the members of the committee. 

Mr. Brynon. If it please the committee, during one of our con- 
ferences in which a great number of people were there, I think maybe 
to start with I ought to say this to the committee: The first time I 
had any contact with Mr. Williams was when he called me up one 
day and said he was in Washington and he had several meetings but 
he would be free in the evening and would I take dinner with him. 

I told him that I would be glad to have dinner with him with the 
understanding that I paid for the dinner; that, when he was in Wash- 
ington, I wanted him to be my guest and that, if I came to New 
York and visited him, he could buy my dinner up there. 

So, that first time we were together and we had a very pleasant 
evening. We discussed our business problems, but we parted and 
shook hands and he said, ‘‘I will talk to you and we will get together.” 

Every other meeting that I have had has been a full-fledged meeting, 
with my staff present and his attorneys and staff present, so that all 
of this animosity that I may have manifested, disagreeable attitude, 
certainly was in the presence—at 1 of those meetings, I think there 
have been 3 meetings, 1 of those meetings was in Mr. Floete’s office, 
and he was there and managed the meeting. 

At another meeting, Mr. Mills, the deputy, was there, and I think 
at one other meeting Mr. Fredell and I, or maybe Mr. Pinkley and I, 
were the only ones there, and I am sure that my staff would have 
drawn my attention to the fact if I had been discourteous to Mr. 
Williams in any way, shape, or form. 

Now, he is a forceful man, and he presents his arguments well and 
forcefully, and I try to hold up my end of it the best I can in my 
humble way. I am sure if I did anything to arouse his tremendous 
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curiosity into my background, I don’t know what it could have been 
at any of those meetings. 

Now, at one of those meetings we talked about everything, and I 
told him that the situation was this: That the Government of the 
United States had spent millions of dollars in erecting a plant down in 
the heart of his ore fields and that, if that situation was in this country, 
we would know what to do. If we couldn’t agree, we would go out 
and condemn the land. I did tell him that. 

Mr. Brooks. You used the word “condemn.”’ You did not use 
the word “confiscate” or ‘“‘expropriate?”’ 

Mr. Beynon. The word “expropriate’” is not in my vocabulary. 
I tried to think of the word earlier, and I couldn’t think of it. As an 
attorney, we use the word “condemn.” That is the law of the land. 

Mr. Brooks. While we are on this subject, I wish you would clarify 
whatever statement you made to the Cuban lawyers or the people in 
Cuba as to whether or not the Cuban Government might take any 
steps to jeopardize the ownership of this ore. 

Mr. Beynon. Here is the situation, exactly. I went down to 
Cuba and I talked to the attorneys down there, and the matter that 
I was talking about at that particular time was the contract we had 
with Freeport over the right-of-way of this railroad. 

We were building this railroad, and were being held back because 
we had to go over Cuban Freeport land, and Lazo y Cubas was pre- 
paring the contract, and one of the junior members of the firm con- 
fided in me, and he said, “I will have to confess to you the reason 
that we are unable to send it to you is because Freeport Sulphur, 
another one of our clients, is holding it up in New York City and we 
can’t get it from them and we represent them, too.” 

Now, that brought to my mind something that I had been think- 
ing about for some time, and that is that this firm shouldn’t repre- 
sent both of us, and then is when I went in to Dr. Cubas, a member 
of the firm, and I said, “You remember our correspondence; that we 
were to have an understanding if the time ever came when you couldn’t 
represent both of us we would sit down and talk it over and see if some 
arrangements could be worked out,” and he said, “I am sorry that 
Dr. Lazo isn’t here.” 

I said, ‘“‘Well, will you tell him that I think the time has come when 
= have a conference on the subject?” and he said, “TI certainly 
wi Be 

I said, ‘Our business arrangements with Freeport are getting a 
little bit hotter all of the time and I don’t know what route they 
might take, and I think that we ought to be free and you ought to 
be free if you are going to represent us so that you can take any 
action which you think is necessary.”’ 

He was very pleasant about it, and a few days later I got a letter 
which I have in my files. 

Mr. Brooxs. Which we have asked you for and you will supply? 

Mr. Beynon. Yes, from Dr. Lazo, in which he said that he was 
sorry he wasn’t in the office at the time, and that he had business in 
New York City and that he would call me from there and that he would 
come and talk to me about it, the subject matter of what I had men- 
tioned to him. 

The next thing we knew was a blast that went to Mr. Floete, a large 
letter with several sheets in which he said that I was in Cuba threaten- 
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ing expropriation of private property, a policy which their firm frowned 
on and that they couldn’t go along with us and consequently, they 
were resigning. 

Mr. Brooks. Did you make any such statements to them? 

Mr. Beynon. No, I didn’t. I merely asked him at one time if 
they had condemnation laws in Cuba. 

fr. Brooxs. Not confiscation? 

Mr. Beynon. Not confiscation, condemnation. They said, of 
course, they did, that roads and utilities—they have substantially 
the same laws we have here. 

Mr. Brooks. Something more or less like the right of eminent do- 
main, provided a gove ‘rnmental body pays for land at what the courts 
deem is a fair value. 

Mr. Beynon. That is right. 

Mr. Brooks. That is different from confiscation where some 
government goes out and just takes somebody’s property without any 
compensation. 

Mr. Beynon. The connotation is entirely different, but I want to 
say one thing to the committee: A law firm or a lawyer is no good to a 
client unless he can confide his innermost thinking and make any kind 
of plans he wants to; and if everything that you talk toa lawyer is told 
to your adversary, a lawyer ceases to be useful to you. 

Mr. Brooks. Well, this particular lawyer be fore you came down 
here—you might not be aware of it—visited pretty often with people in 
this country and visited with Leonard Hall in discussing the awarding 
of that original expansion contract. 

He also was one of the individuals who helped to work out the 
arrangements by which Balmer & Moore, a Chicago broker, got an 
insurance contract which Mr. Floete subsequently canceled after this 
subcommittee looked into the manner in which it was procured. 

This does not mean he is not a very able lawyer. 

Mr. Beynon. I want to say one other thing along this line. During 
one of these conferences, and I believe it was in Mr. Floete’s office that 
T suggested to Mr. Williams a plan. I said it is obvious that we can’t 
get together on what is a reasnoable and fair price for this nickel, and 
why do we not agree to select a disinterested committee or group. 

I said you can select one, we will select one, and they can select 
another, and let them make an appraisal of this situation, and see 
what would be a fair and reasonable price; and the Government 
would be willing to stand by their decision. 

Mr. Brooks. An arbitration committee was suggested? 

Mr. Brynon. Yes. 

Mr. Brooks. What came of that? 

Mr. Beynon. Well, he didn’t accept it. He didn’t look with favor 
on it. 

Mr. Brooks. Well, we want to thank you very much. If you have 
nothing further to add, the committee will adjourn until further call 
of the Chair. Thank you all for being present. 

(Whereupon, at 3:50 p. m., the subcommittee adjourned.) 
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APPENDIX 





Exaisit 1 


Nicaro NICKEL PROJECT 


. 


Accrued ore royalty expense, Nicaro nickel ore, for the 12-month{period,?May 1, 1957, 
through April 1958 


1957—May-__---------. $294, 673. 58| 1958—January____._.... $333, 458. 97 
JUNO SL inci (323, BO7sS0 February --- - - - 310, 546. 05 
HEP 67 58 .-. 9845, 954 17 Maren..-.«.-~«.. sea;e08 00 
Avmust.....<...<. 343, 491. 45 April etna 266, 267. 00 
September___ : 321, 224. 22 oe ee 
Oeronere 5 sso 344, 862. 26 pose. 5.3 3, 954, 509. 44 
November___ t 324, 395. 37 
December _-_-_-__-_- 422, 404. 98 





EXHIBIT 2 
JUNE 29, 1956; 
Mr. Ira D. Beynon, 
Special Assistant to the Administrator, 
General Services Administration, 
Washington, D. C. 

Dear Mr. Beynon: I enjoyed very much the opportunity of meeting you in 
Washington and am sorry to be late in writing to thank you for your kind and 
greatly appreciated hospitality. 

I also want to thank you for your recent letter in which you tell me that you have 
asked your staff to make an investigation of the ore situation at Nicaro. I 
shall be glad to sit down with you at any time to discuss our contract with the 
Government, and I shall expect to hear from you in due course. In the interim, 
there are certain aspects of this matter to which I should appreciate your giving 
consideration: 

1. In my conversation with you, you made some reference to the purchase 
price which we had paid for our ore properties, and you suggested that this price 
should have something to do with determining whether the amount which the 
Government is paying us is fair and reasonable. I must tell you that we do not 
consider that there is any connection whatever between the two things, and I 
think that upon reflection you will agree that this is the case. If you own a piece 
of land and someone (whether it be the Government or somebody else) comes 
along and wants to buy it, I am sure you would expect to receive the present value 
of the land without regard to what you had paid for it. In this connection it is 
worthy of special note that the value which our properties have is not something 
which has developed through mere lapse of time or through the efforts of others. 
Our properties are of great value because of our research and because of the 
enormous effort we put into designing and building and operating the Nicaro 
plant, and if it had not been for these activities on our part the properties would 
have as little value today as they had at the time we acquired them. 

2. You will, I am sure, want to have in mind that the amount which the Gov- 
ernment pays Nicaro is not merely in payment for the ore taken from our proper- 
ties. The contract between us provides that 

“RFC shall have the right to take ore from the ore properties for a period of 
20 years from the 11th day of March 1948 and an assignable, nonexclusive, 
perpetual right to the use of the processes in connection with the facilities on the 
following terms:”’ 

Thus the amount which the Government pays us is in part a payment for the 
use of our processes, without which the Nicaro plant couid not have been built 


and could not now be operated. 
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3. May I remind you also that the amount which the Government pays us is 
based solely on the nickel contained in the ore and thus we are paid nothing for 
the valuable iron which you tell me you are going to undertake to recover, nor 
for the cobalt which GSA has said it was going to extract, nor for the valuable 
chrome also contained in the ore. 

4. Leaving aside for the moment the fact that the amount which the Govern- 
ment pays Nicaro is in part a payment for the use of our processes, and considering 
only the matter of a fair price for the ore, I invite your attention to the letter which 
I wrote the Administrator of GSA on this subject on May 19, 1953, a copy of which 
I am enclosing herewith for your convenient reference. Although we have on 
numerous occasions heard that GSA considered the ore payments to be “exorbi- 
tant’’ and “‘excessive’’, to this date not a single person has offered us any evidence 
in support of this characterization. 

In addition to the matters which I mentioned in my letter referred to above, 
I should like to refer to the following: 

(a) In the Outer Continental Shelf Lands Act, recently enacted, Congress 
provided that the royalty to the Government should be at least 124% percent on 
oil. This means that the Government considers a royalty of 1244 percent of the 
gross perfectly proper in a case where no mineral has yet been found, and where 
millions of dollars must be risked in seeking to find it. This is particularly signifi- 
cant in view of the fact that oil is by no means so scarce or so valuable as nickel. 
Based on a Pittsburgh price of 65.3 cents per pound of nickel, the present payment 
to Nicaro amounts to 5.32 cents per pound, or 8.15 percent. 

(b) We have ascertained that sales of nickel ore from New Caledonia are being 
made to Japan in substantial quantities at an average price of 16.4 cents per 
pound of contained nickel. After deducting mining and transportation costs, 
the operator is netting an estimated 11 or 12 cents per pound of contained nickel, 
more than twice the amount received by Nicaro. 

(c) In your letter you state that you have asked your staff to “investigate the 
relative cost of the ores we have recently purchased as compared to the costs of 
your ores.’”” Among ores recently purchased, in fact currently purchased by the 
Government, are ores from the Riddle property in Oregon whi-h the Government 
is purchasing from Hanna Coal & Ore Corp. Freeport had a lease on this prop- 
erty at one time and we have some familiarity with it. While we do not have 
the exact. figures, of course, our engineers estimate that Hanna’s net royalty 
after deducting Hanna’s expenses ranges from 12.9 to 15.7 cents per pound of 
contained nickel, or from 2% to 3 times the amount of 5.32 cents which Nicaro 
is receiving. 

5. I assume that what your staff will do will be to make a thorough analysis 
of the ore that is available to the Nicaro plant, taking into account the grade of 
the ore, the chemical and physical properties of the ore, the extent of the ore 
deposits in each category, the location of the deposits, and the cost of mining and 
delivering the ore to the Nicaro plant. 

Each of these factors has a special significance in making an analysis of this 
kind. For example, take the grade of the ore. Each 0.05 percent of nickel 
content represents 1 pound per ton of ore and even at 75 percent of recovery 
and at today’s artificially low price for nickel this 1 pound is worth 49 cents. 
This should be considered in the light of the fact that the Government is paying 
Nicaro $1.49 for a ton of ore running 1.40 percent and therefore contanining 2% 
pounds of nickel. If the ore being compared contains 1.25 percent nickel instead 
of 1.40 percent nickel, a ton of the lower-grade ore will contain 3 pounds less of 
nickel and, at a recovery of 75 percent and at today’s market price of 65.3 cents 
the vield from a ton of the lower-grade ore will be $1.47 less than from a ton o 
the Nicaro ore. Thus, if we are to compare the cost to the Government of other 
ore with the cost of Nicaro ore, it is obvious that the grade is of great importance. 

The physical and chemical properties of the ore and its metallurgical charac- 
teristics in general are no less significant. In evaluating an alternative source of 
ore one must ask himself whether the ore can be processed by itself, like the 
Nicaro ore, or whether it can be used only if it is blended with other ore. In 
this connection, I should mention that the ore on your Ramona claim, which 
contains by far the largest amount of the Government’s ore, has very different 
physical characteristics from other ores in this area. This point is of great 
significance from a metallurgical point of view. 

However, of paramount importance is the extent of the deposits. The value of 
an ore deposit—particularly where one is dealing with a low grade ore, for which 
substantial plant facilities must be installed—is very largely determined by the 
size of the ore body. I do not feel that the fact that the Government may have 
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obtained a quantity of ore which can be delivered to the plant at a lower cost 
than ours—a quantity which does not remotely represent an adequate ore reserve 
for the Nicaro plant—would entitle you to ask us to reduce the price you are cur- 
rently paying for our ore any more than we would think that we were entitled to 
ask a higher amount than provided in the contract because the Government has 
purchased other ore reserves that would cost considerably more to mine, process, 
and transport than our ores. 

I am sure you will agree that when we discuss ore reserves for the Nicaro plant 
we should all be talking about the same thing, i. e., commercial reserves. In the 
mining industry, as you are doubtless well aware, when w® talk about reserves we 
always have to be governed by economics and not simply by the physical existence 
of a particular mineral. Both the Government and Nicaro Nickel Co. own 
deposits containing nickel which are not economic at the present time and there- 
fore should not be referred to as commercial reserves. Some of this nickel is 
uneconomic because of its physical location—too far away or in too difficult a 
place to reach. Some is uneconomic because it is too low in grade. Some is 
uneconomic because it is not contiguous to other ore bodies and it would not pay 
to mine it by itself. 

If we use the same yardstick and apply it to the Government’s ore reserves and 
to Nicaro’s ore reserves, there are at the present time approximately 60 million 
tons of commercial nickel ore reserves in the Levisa area. Of this total we own 
about 50 million tons and the Government owns about 10 million tons. 

What does this mean with respect to the adequacy of the ore reserves upon 
which the Government presently has a right to call for the operation of the 
expanded Nicaro plant? The operation of the expanded facilities will require 
2,300,000 tons per year. Let us assume that of this total the operator will take 
about 1 million tons from the Government deposit, and 1,300,000 tons—the 
maximum permitted under our contract—from us. This would mean that at the 
end of 10 years, the Government reserves would have been completely exhausted. 
In addition, the contract itself expires in 1968, so that operation of the plaat even 
at partial capacity could continue only a very short time after the Government ore 
was exhausted. 

The very fact that the Government has gone to such lengths and spent such 
large sums in looking for and acquiring its own reserves and has ended up with 
only 10 million tons of commercial reserves is in itself added evidence of the 
unique and special value of our deposits. When our representatives came to 
Washington on April 30 to talk with GSA and we had our first discussion with you 
about this situation, it was in recognition of the disadvantageous situation oceu- 
pied by the Government with respect to the adequacy of the ore reserves available 
to it for the expanded plant, and it was our purpose to undertake to work out in a 
friendly and constructive way an arrangement to solve the problems which, in our 
view, faced the Government. Your statements at that meeting and in our 
subsequent meeting together on the 11th of June have given us the impression 
that you have not viewed the situation in quite the same light as we do and it is 
for that reason that I am so glad that you are having your staff make the careful 
analysis of the situation which is underway. 

6. I think there is a very real question as to whether the Government’s activities 
in connection with its own ore deposits represent a proper function of the Govern- 
ment. The Eisenhower administration has made a big point on many occasions 
of saying that it does not want to see the Government in a business where it 
does not have to be in business. I understand that orders have been given to 
take the Government out of business that it has been in for many years. I have 
heard responsible officials of the Government say that the philosophy of this 
administration is that the Government should not be in business and that the 
mere fact that it can make a product and deliver it to some Government agency 
at a lower cost than the Government can buy it from some manufacturer who 
makes it and sells it at a profit is no excuse for the Government to make that 
product. 

I do not think it at all consistent with this constantly reiterated philosophy of 
the Eisenhower administration for the Government to spend millions of dollars 
of the taxpayers’ money to build a railroad for the purpose of delivering ore to 
the Nicaro plant in competition with the Nicaro Nickel Co., nor do I think it 
consistent with this philosophy for the Government to use the ‘‘yardstick theory” 
of the cost of public operations in an effort to put pressure on us to change the 
terms of a contract made in good faith many years ago. 

If you should conclude that you do think it is a proper thing for the Govern- 
ment to build such a railroad and bring its own ore to the plant because of its 
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ownership of the plant at the present time, I would like to remind you that many 
statements have been made by responsible Government officials that it is the 
intention of the Government to turn the Nicaro facilities over to private interests 
at the first feasible moment. It is my understanding that it will take at least a 
year and a half to complete the railroad. In other words, the ore which this 
railroad is being built to bring in would not appear to be available to the Govern- 
ment for any length of time during the period when it is operating Nicaro for its 
own account. If your position is that you must build this railroad in order to 
reduce the delivered cost of the ore to the Nicaro plant I would like to ask you why 
you feel it is to the interest of the United States Government to spend the tax- 
payers’ money to reduce the income of the Nicaro Nickel Co. for the purpose of 
increasing the income of some other private company which will be operating 
the Nicaro plant. 

If in spite of all these cogent reasons to the contrary you should still determine 
to proceed to build the railroad, I hope very much that careful consideration will 
be given to the capital cost involved and that proper amortization will be included 
in the estimate of the cost of the delivered ore. I am sure that an experienced 
businessman such as yourself will see to it that realistic cost estimates are made 
and that there is no tendency on the part of the people making the estimate to 
minimize the capital cost of these new installations by special bookkeeping devices 
such as saying that the Government already owns this particular piece of equip- 
ment and that therefore it doesn’t cost anything and therefore doesn’t need to be 
amortized. If a piece of equipment is good enough to be used for this new rail- 
road at Nicaro it is in all probability good enough to be used somewhere else and 
therefore has real value and should be accounted for accordingly. 

My present attitude toward this matter is the same as it was when I wrote to 
Mr. Russell Forbes, Acting Administrator of GSA on March 5, 1953: 

“In Mr. Larson’s letter he told me that he would like to talk with me about 
payments being made to the Nicaro Nickel Co. by the Government for ore taken 
from our mines. While I am glad to come down and discuss this matter with 
GSA I feel that it is important that my willingness to discuss it should not be 
misunderstood. My attitude has always been that if at any time people with 
whom we do business feel that the terms are not satisfactory, we are glad for them 
to tell us so and to receive with an open mind what they have tosay. There have 
been times in the past where we have adjusted binding contracts because the 
circumstances changed and the contracts seemed to become unfair. The Nicaro 
contract is in my opinion not in that category. I do not feel the terms are too 
high, or unusual, or unfair in any way. However, if your representatives feel 
that they are I hope that they will tell us why they think so. I want to make it 
clear that I consider the present terms to be entirely fair and reasonable and to 
compare favorably from the Government’s standpoint with payments customarily 
made in the mineral industry. I hope that my willingness to come to Washington 
to discuss the matter will be understood as representing an attitude on my part 
of wanting to accede to the Government’s request for such a discussion and not as 
an implication that I feel the terms are unfair.’ 

I shall look forward to hearing from you. In the meantime, let me thank you 
again for a most pleasant evening with you and for giving me the opportunity to 
discuss the situation with you. 

With kind personal regards, 

Sincerely yours, 


LANGBOURNE M. WILLIAMS. 


EXHIBIT 3 


Marcu 11, 1957. 
Mr. Ira D. BEYNon, 


Special Assistant to the Administrator (Nicaro Project), 
General Services Administration, Washington, D. C. 

Dear Mr. Beynon: I have your letter of February 28, 1957, in which you state 
that a group of steel companies who are anxious to test a process for making ferro- 
nickel have indicated a desire to purchase some of the serpentine ore remaining 
on the Cornelia claim. You further state that in the interest of assisting these 
people in their effort to develop a new use for the serpentine ore, you are disposed 
to sell them this ore at your cost, plus actual expense, if any, and you ask whether 
we have any objection to the sale of this ore to these people. Your letter, which 
was received March 5, has been referred to me for reply since I, rather than Mr, 
Williams, have had the prior conversations and correspondence in this matter. 
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The ferronickel project mentioned in your letter is one which, as you of course 
know, has been the subject of discussion between Washington Steel and ourselves 
over a period of many months. Washington Steel has told us that Universal- 
Cyclops Steel Corp. and Rotary Electric Steel Co. are associated with it in this 
project. Last fall we sent Washington Steel, in response to a request by it, a 
proposed letter of intent covering a lease agreement whereby Washington Steel 
would be enabled to take ore from our Bartal mine. This letter provided for 
certain payments to be made for the ore to be taken under the lease, and such 
payments were to be at a rate in excess of the rate at which the Government is now 
paying for the ore taken from our properties for the Nicaro plant. These pav- 

.ents had been discussed with Washington Steel and approved by it. 

Shortly thereafter, however, Washington Steel advised us that it would not be 
sble to proceed with the letter of intent. We have established the fact that 
Washington Steel did not proceed because it could not obtain ore for the pilot 
plant without your cooperation, and that you would not furnish such cooperation 
because you felt that the ore payments which Washington Steel was obligating 
itself to make would embarrass you in your claim that the smaller payments which 
the Government was making to us on ore taken for the Nicaro plant were unreason- 
able or excessive. 

Obviously, to be protected in spending a substantial amount of money on a 
pilot plant, these people must have an assured source of ore if the pilot-plant work 
is successful and they then wish to undertake a commercial venture. We are 
prepared to enter into a contract with Washington Steel and its associates pro- 
viding for the taking of serpentine ore from our Bartal concession or, if there should 
be any legal or practical obstacle to taking ore from Bartal, then for the taking 
of an equivalent amount of ore of equivalent grade from Moa Bay if and when the 
same becomes available as a result of our mining operations there, all on the 
same terms as to ore payment as proposed by us last fall. Mr. Fitch, of Washing- 
ton Steel, has told us as recently as a week ago that these terms as to payment are 
satisfactory to him and his associates. Under these circumstances we have 
indicated to Washington Steel that we are prepared to execute a contract along 
these lines and that we will have no objection to making available to it the required 
amount of ore from the Cornelia mine or, if an adequate supply is not available at 
Cornelia, from any of our other mines in the Levisa area. 

Since our contract with you permits you to take ore for the Nicaro plant and 
not for other purposes, we see no necessity for this transaction to take the form of 
a sale by you and we propose that the ore be sold by us directly. Since the objec- 
tive to be accomplished is a sale of the ore to these people, and since you have 
indicated that you are interested in assisting them, there should be no objection 
on your part to our dealing directly with them on terms satisfactory to them. 

We have mentioned the possibility of an alternate source in addition to or in 
lieu of the Cornelia mine because of the possibility that the supply of ore at 
Cornelia may be inadequate for the pilot plant. It is our impression that there 
are other areas which are virtually mined out as far as limonite ore is concerned 
from which the removal of serpentine ore would interfere as little with your 
operations as the removal of ore from Cornelia. So far as we are concerned, we 
are satisfied to sell the ore from any mines in the Levisa area which are acceptable 
to you. Since you state that you are interested in assisting these people in their 
« Torts, we assume that you will not want to object to our making the ore available 
i. it can be done without interfering unduly with your other operations. 

Washington Steel has indicated that the price we propose to charge it for the 
ore both for the pilot plant and for a commercial plant is satisfactory to it, and 
that, because of its desire to have an assured source of supply in the event the 
pilot-plant work is successful, it is interested in entering into an agreement with 
us along the lines I have indicated. 

My reply to your question accordingly is that we have no objection to making 
our ore available to these people for the pilot-plant work provided you make it 
clear that you have no objection to their executing the proposed letter of intent. 
Will you please let me know your wishes in the matter. 

Sincerely yours, 
PEARSON E. NEAMAN, 
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ExHIBit 4 


RoyALTi£zs ON OrzEs aT Unirep States GOVERNMENT NICKEL OPERATION, 
Nicaro, ORTENTE, CuBA 


By 
E. D. Gardner 
SUMMARY 


Ore for the United States Government nickel enterprise at Nicaro, Cuba, is 
mined on ground belonging to the Nicaro Nickel Co. The lease contract provides 
that the Nicaro Co. be paid a royalty on the assay value of the ore as mined at 
24 cents per pound for the contained nickel, with nickel at 30 cents per pound, 
plus 0.08 cent for each 1 cent increase in the quoted price of nickel at Pittsburgh, 
Pa. This lease arrangement is unique in the metal-mining industry. 

The royalty amounted to 7.12 cents per pound of nickel produced in fiscal year 
1956, and has averaged 6.8 cents per pound from inception to December 31, 1956. 
The royalty payments represented 13.1 percent of the gross income from sales 
of the nickel produced from the ore in fiscal year 1956 and 13.6 percent from start 
of operations to December 31, 1956. The royalty per ton of ore in fiscal year 
1956 was $1.50. Royalties amounted to 43 percent of the net returns in fiscal 
year 1956, and has amounted to 73 percent of net profits since inception as shown 
by the GSA’s report of December 31, 1956. 

The cost figures for amortization shown in the report of the GSA on the Nicaro 
nickel plant do not include interest on the capital expenditures. With interest 
charges added, the percentage received by the Nicaro Nickel Co. of net returns 
would be higher than those shown above. 

An established mining company in calculating a royalty it could afford to pay 
at Nicaro would include interest charges on capital invested and also provide for 
an operating profit for the company after Federal income taxes. A royalty of 
2 percent of sales would equal about 10 percent of net operating profit (1956) 
before royalty and taxes. The net profit to a mining company after United States 
Federal taxes and royalty with 1956 costs and with a capital investment of $45 
million, including interest, would equal 7 percent of sales exclusive of Cuban taxes. 
The royalty rate currently being paid Nicaro Nickel Co. is too high for a private 
company to show an adequate profit on the enterprise. 


INTRODUCTION 


The Nicaro nickel processing plant with contributing facilities, belonging to 
the United States Government through the Cuban Nickel Co., is located at tide- 
water on a peninsula on the north coast of eastern Cuba, at Nicaro, in the Province 
of Oriente. Ore for the plant has been mined from holdings of the Nicaro Nickel 
Co., a subsidiary of the Freeport Sulphur Co., 8 miles from the plant. 

The plant was constructed for the account of the United States Government 
in 1942 and 1943. It began full operation in December 1943 and discontinued 
operations on March 31, 1947. The fixed investment by the Government was 
about $34 million. A total of 3,323,000 tons of dry ore were processed and 
63,571,000 pounds of nickel plus cobalt were produced. The direct mining cost 
of the ore delivered to Nicaro was $0.56 per ton. The total cost of producing 
nickel was $0.3256 per pound, except for depreciation and interest. The market 
price of nickel during this period was $0.315 per pound. The enterprise was 
operated on a management fee basis by the Nicaro Nickel Co. A process (Caron) 
for treating the ore had been taken through the pilot-plant stage before March 
1942, by the Free noes Sulphur Co. Because of the urgent need of nickel in the 
war program, the Government built the Nicaro treatment plant and assumed 
the development costs of the process. 

The nickel occurs in laterite and also in a layer of decomposed serpentine under- 
lying the laterite. The deposits are at the surface and the ore is easily dug 
without blasting. 

The mineral rights of lands in Cuba are acquired by making denouncements 
on the tracts selected. No royalties are charged by the Cuban Government and 
the denouncements are made at nominal costs. Compensation must be paid to 
owners of the surface of the land for damages done to the surface by mining or 
the surface rights be purchased. 
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The Nicaro Nickel Co. had obtained the mineral rights to areas covering 
deposits containing nickel in the Levisa area (or Nicaro) by purchase of denounce- 
ments made by others and by denouncements made by the company previously 
to 1942. 

An operating agreement was entered into by the Metals Reserve Co. and the 
Nicaro Nickel Co., March 12, 1942, by which the company would operate the 
facilities as an independent operator but at the expense and under the direction 
of the Metals Reserve Co.; the ore was to be mined from ‘‘ore properties” of the 
Nicaro Nickel Co. The management fee was 3 percent of the sales value of the 
nickel oxide, refined nickel, and other products. The agreement also provided 
that the Nicaro nickel would receive as a royalty the amount by which the market 
value exceeds operating costs, but not to exceed 24 cents per pound. The costs, 
however, exceeded the receipts. Nine miles of railroad, however, was built, the 
mining area cleared, and the mine developed and equipped at Government 
expense. 

The 1942 operating agreement contained provisions for leasing the ore properties 
to the RFC and set forth new terms for royalty payments. This agreement 
specified that royalties should be paid on a minimum of one-third of the ore 
treated in the plant whether or not it came from Freeport holdings. It also 
established the manner of determining the market price of nickel as a basis for 
calculating royalties. 

The paragraphs from the 1942 agreement pertaining to the option and to the 
market price follows: 

“13. Option of Metals Reserve. In case of the expiration, cancellation, or ter- 
mination of this Contract, Metals Reserve shall have the option, to be exercised 
at any time within one year thereafter (unless Nicaro shall have acquired the fa- 
cilities pursuant to the options provided in the Lease Agreements) to enter into a 
contract with Nicaro whereunder Metals Reserve will have the right to take ore 
from the ore properties for a period of twenty years thereafter and an assignable, 
nonexclusive, perpetual right to the use of the processes in connection with the 
facilities, on the following terms: * * * 

“26. Market Price. The market price of refined nickel hereunder f. o. b. 
Nicaro’s refinery shall be the price paid f. 0: b. Pittsburgh, Pa., by purchasers of 
substantial commercial quantities of refined nickel for use in the steel industry, as 
determined from time to time by Metals Reserve but subject to the right of Nicaro 
to require arbitration as hereinafter provided. The market price as so determined 
by Metals Reserve shall apply until either party shall give notice in writing to 
the other of its desire to redetermine the market price. In such event Metals 
Reserve shall redetermine the market price, and the market price as so redeter- 
mined shall apply retroactively to the time of the giving of such notice and shall 
continue to apply until another such notice is given by one of the parties to the 
other. In the event, however, that Metals Reserve shall fail to determine or re- 
determine the market price or in the event the price as so determined or redeter- 
mined shall be disputed by Nicaro, the market price (as hereinabove defined) 
shall be determined by arbitration as provided in Paragraph 27 hereof, and the 
market price as so determined by arbitration shall apply retroactively to the time 
of the giving of such notice and shall continue to apply until another such notice 
is given by one of the parties to the other. 

“The market price of nickel oxide hereunder f. 0. b. Nicaro’s plant in Cuba shall 
be determined in the following manner: There shall be taken the market price per 
pound of refined nickel determined as above, and there shall be deducted therefrom 
the sum of two and three-quarters cents (234 cents) and there shall also be deducted 
therefrom the amount, per pound of contained nickel, of any duty which may be 
imposed by the United States on the importation, and of any duty or export tax 
which may be imposed by the Republic of Cuba on the exportation of nickel oxide 
produced in Cuba, and the difference remaining after making such deductions 
shall be the market price of nickel oxide per pound of contained nickel. 

“The market price of other products hereunder f. 0. b. Nicaro’s plant in Cuba 
shall be determined from time to time by Metals Reserve, provided, however, 
that in the event Metals Reserve shall fail to determine the market price or in the 
event the market price so determined shall be disputed by Nicaro, the market 
price shall be determined by arbitration as hereinbefore provided.” 

An agreement by which the option by the Government was exercised was 
signed July 12, 1948. The articles pertaining to the amount of royalty to be 
paid follow: 

“Whereas, R. F. C. has exercised said option within the time specified in 
the Operating Contract and the parties desire to enter into the contract to which 
said option referred: 
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“Now, therefore, pursuant to the exercise of said option and in consideration of 
the mutual covenants herein contained, the parties hereto agree as follows: 

“R. F. C. shall have the right to take ore from the ore properties for a period of 
twenty years from the 11th day of March 1948, and an assignable, nonexclusive, 
perpetual right to the use of the processes in connection with the facilities on the 
following terms: 

(a) R. F. C. shall pay to Nicaro monthly two and one-half cents (244¢) per 
pound of nickel contained in ore taken from the ore properties, based on a market 
price f. 0. b. Pittsburgh, Pa., of thirty cents (30¢) per pound for refined nickel, and 
such amount shall be inereased or decreased eight one-hundredths cents (0.08¢) 
per pound for each one cent increase or decrease in the market price of refined 
nickel above or below thirty cents (30¢) per pound. The market price of refined 
nickel shall be determined for the purposes of this provision as provided in Para- 
graph 26 of the Operating Contract. R. F. C. shall not be obligated to make any 
other or further payment for the ore or for the use of the processes.”’ 

The plant was rehabilitated under an agreement between GSA and Frederick 
Snare Corp. Work began January 26, 1951, and the plant was put into production 
December 31, 1952. The plant is operated on a management fee basis by the 
Nickel Processing Co., in which National Lead-Co. holds 60 percent interest and 
Fomento de Minerales Cubanos, 8. A. 40 percent. The cost of rehabilitation was 
about $11 million. 

Royalties are paid on the total tonnage mined; this includes a calculated dust 
loss. Presently, this loss if figured at 244 percent of the weight of ore going to the 
plant. A figure of 4 percent was formerly used. 

The denouncements in the Levisa Bay area held by Nicaro Nickel Co. on 
March 1942 and comprising the ore properties consisted of the following claims: 


Levisa Matanzas Bella Maria 

Yara Canada Bartal 

Marti Manzano Cristo 

Libano Rio Mieuel Damascios A Bartol 
Recompensa Lavunita Cornelia 

Fl Sol Lavicita Nicaro 

San Juan Maizalito Arroyo Blanco 
Venus La Chiquita 

Habana La Casualided 


The company has acquired the following denouncements in the Levisa area 
since March 1942: San Blas, Othelia, Jaciento, Hatuey. 
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ORE PROPERTIES 


According to McMillan and Davis,! I quote the following: 

“Ore for the Niecaro treatment plant is supplied from deposits controlled by 
Nicaro Nickel Co., in the vicinity of Levisa Bay, where extensive sampling and 
experimental work were begun in 1940. Deposits were outlined that contained 
about 31 million tons of lateritic and serpentine ore having a nickel content of 
1.45 percent. During 1943-47 and 1952-53, about 5,604,000 tons have been mined. 
Meanwhile, much additional ore has been added to the reserves. Accordingly, 
total reserves of the Nicaro Nickel Co. in the Levisa Bay area were about 67 million 
short tons, averaging 1.40 percent nickel and 0.10 percent cobalt on January 
1954. Drilling by the Bureau of Mines in other areas in the vicinity of Levisa Bay 
indicated nearly 35 million tons of ore, with an average grade of 1.39 percent nickel 
and 0.10 percent cobalt. Ore going to the Niearo plant in 1953 contained about 
a= percent nickel, 0.09 percent cobalt, 38 percent iron, and about 2.75 percent 

1203.” 


1 MeMillan, W. D. and Davis, H. W., Nickel-Cobalt Resources of Cuba, U. 8S. Bureau of Mines R. I. 
5099, p. 9. 
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The 31 million tons indicated above developed prior to 1942 would contain 
589 million pounds of nickel in place. 

The ore properties had no demonstrated commercial value in 1942. Opinions 
were divided as to whether the new process would work. Had the Government 
taken an option to purchase the ore properties rather than for removing the ore 
on a royalty basis, it would have been difficult to establish a mutually satisfac- 
tory purchase price as the future value would have been speculative. Nickel 
metal was quoted at 31% cents a pound in 1942 (table 1), and no figures were 
available on treatment costs or for percentage of recovery. The mining and 
transportation costs of the ore, however, could have been closely estimated, but 
these would be a small part of the total cost. 

The Government purchased the mineral rights of denouncements adjoining 
Freeport holdings in 1952-53, at a cost of $1,788,000. The denouncements were 
first drilled by the Gov ernment and the payments were for a total of 35 million 
tons of mineable ore containing 1.39 percent nickel. The cost of developing the 
claims was $959,000, making the total $2,746,000, or 7.8 cents per ton. Phe cost 
per ton of drilling was less than 3 cents. At ‘this time, nickel was quoted at 56% 
cents per pound, as compared to 31% cents in 1942, which price increase was in 
conformity with increases in other prices. The Government denouncements, 
however, are not as favorably situated as the Freeport holdings. 


TABLE 1.—Average price of nickel 1942-56 f. o. b. at Port Colborne, Ontario, duty 
paid in carload lots 

















[Cents] 
Oxide sinter 
Year Metal Average (per pound of Average 
contained nickel) 

5 31.5 () 

5 31.5 (4) 

5 31.5 (@) 
5 31.5 (*) aaa 
.0 31.9 (@) ae 
5.0 35.0 i.) :. baw 
.0 36.5 36. 25 36. 25 
.0 40.0 36. 25 36. 25 
) 44.9 |36. 25-44. 25-46. 75 41.10 
. 5-56. 5 54.0 46. 75-52. 75 50. 20 
DE iicacicicinntennnnnsneschinecinngaee Martane seneaes 56.5 56.5 52.75 | 52. 75 
Pidkbdudiastctchonatibussds eras cabinewabbebininn | 356. 5-60.0 59.9 52. 75-56. 25 56. 10 
Nic Wiis init ie Sis hits ancivin wei an is te inineiaeein | 4 60. 0-64. 5 60. 6 | 56. 25-60. 75 | 56. 90 
SOE gl ccs: cane pcaanaatnkasie een 64.5 84.5 | 60.75 | 60. 75 
I ins ata ielacl sll oe nn cncpmn seh githanteas egal mnieneeininmn 5 64. 5-74.0 65.0 | 60. 75-71. 25 61. 48 
SOE WOU oastnc se ceadh ccs ociadbabosieclbdeele | 7a 8 Rivage PAs edie tas hacaahddas 

| 








1 Not available. 

2 Affective July 22, 1948. 
3 Effective Jan. 14, 1953. 
4 Effective Nov. 24, 1954. 
5 Effective Dec. 6, 1956. 


At 7.8 cents per ton, the corresponding, deflated purchase price of the Nicaro 
Nickel Co.’s developed ore bodies in March 1942 (31 million tons) would have 
been about $2.4 million. The implied value at 7.8 cents per ton of 67 million tons 
as of January 1, 1954, would be about $5.2 million. 

If the Government owned the Nicaro Nickel Co.’s ore properties and used the 
figures represented as royalties as an amortization allowance without interest for 
the mine at the same rate as for the plant, the ore properties would have an im- 
plied value at the time (1942) the lease was signed with Nickel Processing Co. of 
around $30 million. 

According to McMillan and Davis, the ore reserve of the Nicaro Nickel Co. in 
the Levisa area as of January 1, 1954, was 67 million tons of ore containing 1.4 
percent nickel and 0.10 percent cobalt. The contained nickel would be 1,876 million 
pounds. The calculated royalty paid Nicaro Nickel Co. with nickel at 64'¢ cents 
per pound was 5.26 cents per pound of the nickel in the ore. This would give a 
valuation of about $99 million for the deposits. 

The gross receipts for the nickel in the 1,474,000 tons of ore mined in the fiscal 
year 1956 was $16,785,000. A royalty of 2 percent of this amount would be 
$336,000, or 23 cents per ton. On this basis, 67 million tons would be valued at 
$15.4 million. 

The reported net investment of the Nicaro Nickel Co. on the “ore properties’ 
up to March is reported as being under $700,000. 
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ROYALTIES PAID NICARO NICKEL CO. 
Royalties per pound of nickel 


The royalties paid Nicaro Nickel Co. are based on the computed price of refined 
nickel at Pittsburgh. Currently, the company bills the Government on the quoted 
price at Port Colborne, Ontario, plus 0.0082 cents per pound phantom freight to 
Pittsburgh. United States duties are included. The royalty is paid for all the 
contained nickel in the ore as mined. The calculated royalty per pound of nickel 
produced is shown in table 2 for the years 1953 to 1956, and for January 1957, 


with a metallurgical recovery of 75 percent. Dust and metallurgical losses are 
taken as 25 percent. 


TABLE 2.—Calculated royalties per pound of nickel at average price 1953-1956 and 
January 1957 at 75 percent recovery 





Royalty paid per poundg 











Average (cents) 
quoted price 
Year of nickel 
(cents) At Port With 0.0082 
Colborne cent fre — 
quotations adde 
iid dGn nose cbsiap annie cheap eek and bs neceeeniaaa ee 59. 89 6. 517 6. 526 
I ain hei ns Gosche este ietedac's etches mp es phe es in ssp ttc cs ea ae 60. 62 6. 509 6. 526 
DE pedntcasckennsacchiebedighccagensmabin sett 64. 50 7.013 7.021 
tigi attede echo nina bsccninv tien GERD CK cha 65. 00 7. O87 7. 074 
1957 (January) -- i saa ites 74. 00 8.027 8. 035 


= 


Table 3 shows the calculated amount of royalty per pound of nickel at 75 to 


100 percent recovery of the metal from the ore. Table 4 shows the same figures 
with nickel at 64.5 cents per pound. 


TABLE 3.—Relation of percentage of recovery and rate royalty paid per pound 
nickel in ore, with nickel at 74 cents per pound 








| 
| Rate cents per pound | 


Percent of recovery | 


Rate cents per pound 


Percent of recovery | 























At quoted | With freight i| At quoted | With freight 

priceof | of 0.0082 || | price of of 0.0082 

nickel cents added |} | nickel | cents added 
danthe ‘ st Beis Pay beg teir See 
Ws 7S 8.027 | 8.035 || 80..._- ae 7.525 | 7.533 
mea 7.921 Gee fF eee. 3s 7. 432 | 7. 440 
ata wae 7.818 7. 826 ; a 7. 342 | 7. 350 
Ms ckc 7.718 | 7, FOB BBs cae aa he cl 7. 253 7.261 
Pen iwe a 7. 620 Fe Tl Pe cananace is 6. 020 6. 028 


TaBLeE 4.—Relation of percentage of recovery and rate royalty paid per pound 
nickel in ore with nickel at 64.5 cents per pound 











Rate cents per pound 





Percent ofrecovery | l : 
| At quoted | With freight 


Rate cents per pound | 
Percent ofrecovery | | oon 
At quoted | With freight 

1] 

1} 








price of of 0.008 priceof | of 0.008 
nickel | cents added |} nickel cents added 
| | 1| 

Ts Sepeoncin’ 7.013 | A gt =a Shoda 6. 575 6. 583 
es a, eI 6. 921 | See it G8. |... ces | 6. 494 6. 502 
pa 6. 831 Ge Wr Gh dcwencdioses i 6. 415 6. 423 
, = 6. 744 5 dh Bee Cee 6. 337 6. 315 
79 6. 658 | GR UE Fiiies cain etanaauess | 5. 260 5. 268 


Table 5 shows nickel production, cost per pound, and royalties paid January 1, 
1952, to January 31, 1957. The costs per pound of producing the metal are for 
the costs incurred at Nicaro only for powder nickel oxide and sinter nickel oxide. 
The total cost per pound of nickel produced July 1, 1956, to December 31, 1957, 
is shown on page 2 of the financial report of December 31, 1956, as 50.32 cents 
per pound of nickel sold. The figure in table 5 is 45 cents for the same period, 
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TABLE 5.—Summary of costs and royalties 1952 to January 1957 Nicaro nickel plant 








a heeacaciedeiateneiseie — Se 
| | | 

| | | | Royalty payments 

| Production | Cost in | Percent | 

Dates in pounds |centsper| of re- 








| of nickel | pound | covery | | Cents per 
| Total | pound of 
| | | nickel 
| 
1 2 3 4 5 6 
July 1, 1956 to Dec. 31, 1956__..._._- eincniaidaiclee 16, 249, 558 45.0 | 75. 46 $1, 157, 732 7.12 
Fiscal year: | | 
a a 31, 460, 029 44.8 75.31 | 2,210, 762 7.038 
A De te Rescaktn kisi dict eundnartindddibaoaiouale | 29, 503, 805 48.2 74, 27 2, 081, 599 7.06 
ei erate Se se _..| 28, 590, 407 | 49.7 77.99 | 1,884, 447 | 6. 59 
Jan. 1, 1952 to June 30, 1953. ..............-..| 31, 221, 624 54.5 70. 87 2, 019, 277 | 6. 47 
:\) | POE ea age Ss Nil RR MI A Gur go xaos Seaton OSU Be occu nates 


Source: Financial report, Dec. 31, 1956, GSA, Office of Comptroller. 
Royalties per ton of ore 

Royalties usually are based on tons of ore. Table 6 shows the royalties paid 
Nicaro Nickel Co. per ton of ore from December 1, 1951, to January 30, 1956. 


TaBLe 6.—Royalties paid Nicaro Nickel Co., Dec. 1, 1951, through Dec. 31, 1956 











Dry tons ore Royalties Royalties | Percentage 
Period paid per ton recovery 
1 2 3 4 
Dec. 1, 1952 to June 30, 1953 293, 000 $347, 000 | $1.18 70. 87 
July 1, 1952 to June 30, 1953 | 1, 226, 000 1, 672, 000 1.345 | 77.99 
July 1, 1953 to June 30, 1954 | 1, 333, 000 1, 884, 000 1. 4156 74. 27 
July 1, 1954 to June 30, 1955 1, 413, 000 2, 082, 000 1.49 75. 31 
July 1, 1955 to June 30, 1956__- 1, 474, 000 2, 211, 000 1. 50 75. 46 
July 1, 1956 to Dee. 31, 1956 z 750, 000 1, 158, 000 1. 54 
OOO wwe i 4 6, 490, 000 9, 354, 000 

January 1957__- s ‘ 1. 69 








Note.—Tonnage and percentage of recovery figures supplied by New York office of Nickel Processing Co, 

Table 7 shows the calculated net worth of a ton of ore with 1.4 percent nickel 
with nickel at 31.5 to 74 cents per pound, with a 75 percent metallurgical loss 
and with 1956 manufacturing costs of $10.25 a ton. 


TaBLeE 7.—WNet value of a ton of 1.40 percent nickel ore before royalties 











Gross value, Indicated Net value, 
Price per pound nickel |} Lshortton | value after | Royalty per | ore ! exclu- 
ore processing | ton sive royalty 
| lusses 
(1) (2) (3) (4) (5) 
i eae ieee ain $20. 72 $15. 54 $1. 69 | $6. 98 
Oe a psBdcad Bt 18. 06 | 13. 55 | 1.47 4.77 
56.5 cents__- pete tte asl siilicsian te aedelicadiow wade 15. 82 11. 86 1, 29 2. 90 
I a iss Dd Rl cards ib ietnnn cs toi wetind en aisiamaaas 13. 72 10. 29 1.13 1.17 
Nic kein hcegithaceicininigatebibinaleeal 12. 60 9. 45 1. 04 | 24 
44 cents........-- saad : whaepaeal 12. 32 | 9. 24 1.01 | 0 
SP ONS... 06-2605 tac Dantes wh ‘i 10. 64 | 7. 98 . 88 21.39 
Be NER ccedccnmnnss (cennecsdskaedbeaiedl 8. 82 | 6. 61 .73 22.91 


1 Calculated by subtracting the difference of col. 4 and $10.25 from col. 3. 
2 Loss. 


As shown in table 7, the net value of the ore without royalty with nickel at 
6414 cents was $4.77; the royalty of $1.47 a ton was 31 percent of the net value of 
the ore at the mine. The plant would operate at a loss on 1.4 percent nickel ore 
with the present royalty when refined nickel was less than 49 cents. With a 
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higher grade ore or a lower royalty rate the plant could continue to operate with 
nickel less than 49 cents per pound. The ore deposits, however, have been well 
sampled and there is only limited opportunity to increase the grade by selective 
mining. The present flowsheet of the processing plant requires 38 to 39 percent 
iron in the ore for the most effective operation. Sometimes it is necessary to 
sacrifice grade of nickel in the ore to get a satisfactory head product for the plant. 

Metallurgical research is being conducted to improve the percentage of recovery 
of nickel in the plant and also to recover cobalt and iron products from the nickel 
ore. The net value of the ore could be increased if additional metals were re- 
covered from it. 


Royalties as percentages of sales and of net profit 


Table 8 is compiled from page 4, the financial report of December 31, 1955, of 
the GSA at the Nicaro Nickel plant. The total income from sales as shown by 
the table is $68,991,000; the total royalties paid $9,354,000, and the net operating 
profit $3,606,000 after inventory adjustments. 

The royalty paid was 13.1 percent of the gross income from sales, and 13.6 
percent since 1942. The net adjusted operating profit after royalties was 
$3,606,000. The royalties were nearly three times the computed net profit 
received by the Government. The net profit at Nicaro before royalty would have 
been $12,960,000; the royalty holder, therefore, received 73 percent of the net 
profit before royalties. The royalty for the fiscal year 1956 was 43 percent of the 
net profit before royalties. 


TABLE 8.—F rom comparative statement of income and expense Nickel Processing Co. 
report Jan. 1, 1952—Dec. 31, 1956 


| 


| | From in- 
| Jan. 1, 1952- | July 1, 1953- | July 1, 1954- | July 1, 1955- | July 1, 1956- ception 
| June $0, 1953} June 30, 1954) June 30, 1955) June 30, 1956) Jan. 1, 1957 | Jan. 1, 1952- 
| | 
| 


| | 270. 31, 1956 


-- - sioninia pao tinareapeiiie areata 





Total income from 





sales | $13, 589, 000 | $14, 563, 000 | $1 $15, 243,000 | $16, 785, C00 : $8, 812, 000 | $68, 991, 000 

| = ——————— —_ ——=S —— —_—=—=*_ —— = — ——— 

Ore royalties | 2,019, 000 1,884,000 | 2,082,000 | 2, 211, 000 1, 158, 000 | 9, 354, 000 
Amortizations - . -- | 4,039, 000 2, 794, 000 | 2 886, 000 3. 026, 000 | 1, 483, 090 14, 229, 000 


Other costs - 10, 937, 000 9, G71, 000 9, 880, 000 9, 882, 000 4 951, 000 45, 360, 000 


Pi eee 
Total cost finished | 
| 
| 


product__. | 16,995,000 | 
1 (65, 385, 000) 





14, 349, 000 | 14, 848, 000 15, 119, 000 7,592,000 | 68, 943, 000 


Net operating profit or 
loss - (1, 599, 000)) 





(49, 000) | 490,000 | 2, 920, 000 | 21,843,000 | 3, 606, 000 


1 After inventory adjustments. 
2% year. 


ROYALTY RATES PAID IN METAL MINING INDUSTRY 


Royalty rates in the metal-mining industry are generally computed by the 
purchaser as a percentage of the net profit expected from mining and processing 
the ore. This is generally in the range of 10 to 15 percent. A percentage of 
profits, perhaps, is fairest to both buyer and seller, since it is a distribution of the 
real economic profit of an enterprise. Other forms of payment may be used, but 
mining companies usually figure a royalty rate on an assumed percentage of 
profits after taxes. If the rate is to be paid on net smelter returns or on some 
other formula, they work backward from the assumed percentage of profits. 
Some landlords prefer a method of payment of royalty involving a minimum of 
bookkeeping. 

A percentage of the gross value of the mineral is sometimes paid. In arriving 
at the rate, due consideration must be taken of mining and metallurgical losses, 
costs of mining and processing the ore, and for refining of the metals recovered; 
the percentage is necessarily low. An expenditure for royalty is deductible as a 
cost; the out-of-pocket expense of a company in the 52 percent income bracket 
would be 48 percent of the actual payments. The landlord could continue to 
take percentage depletion allowances on such royalty income in his income taxes. 
The depletion rates of nickel mines in the U nited States is 23 percent and 15 
percent for holdings in Cuba or other foreign locations. 
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Many royalty agreements are based on a percentage of net smelter returns. This 
usual percentage is 10 percent. The smelter pays for the metals in the ore or 
concentrate at rates substantially below the Engineering and Mining Journal 
quotations for the metals. 

During recent years there have been various combinations of the methods of 
arriving at a royalty to be paid in specific instances. In some cases, the buyer is 
permitted to recover his capital costs before royalty payments begin. 

Mineral deposits on Federal and State lands are leased as shown by published 
schedules. The Geological Survey administers mineral leases on public lands, 
also on acquired lands and Indian lands. The leases on Indian lands in Oklahoma 

rovide for a royalty of 10 percent of the net received for the products sold. 

hese comprise lead and zine concentrates which are sold at the lessees’ plants to 
a smelter at prices given in the Engineering and Mining Journal for the con- 
centrates. 

The Bureau of Land Management ene. a royalty for mining copper and 
nickel on lands under its jurisdiction in Wisconsin. A paragraph follows: 

**(1) during the first 10 years of the lease, 4 percent; (2) the next 15 years of 
the lease, 5 percent and (3) during the next 25 years of the lease, 744 percent of the 
gross value of the minerals mined hereunder which are shipped to the concentrat- 
ing mill during such period, which value for the purposes of this agreement shall 
be taken to be one-third of the market prices of a quantity of fully refined copper 
and of a quantity of fully refined nickel equal to the respective quantities of 
unrefined copper and unrefined nickel contained in said minerals so shipped to the 
concentrating mill.” 

The Western States give mineral leases on State lands for exploiting metal 
deposits. The rate usually is about 5 percent of the net smelter returns. 

he State of Minnesota owns the fee for the mineral of most of the iron ore 
lands in the Iron Ranges of the State. The average royalties collected per wet 
long ton from 1942 to 1956 ranged from 37 to nearly 40 cents. The price of iron 
ore at the mines ranged from $7.31 to $7.81 a ton in 1956. The price range for 
ore in 1953 was $6.34 to $6.50 a ton. 

Metal mining companies in the West prefer to acquire their mineral holdings 
outright. A form of option commonly known as a “bond of lease’ is frequently 
used to exploit unproven metal deposit or deposits of ore from which methods of 
processing have not been established. The option provides for an ultimate 
purchase price and royalty based on the net received for the metals produced; 
the royalties are applied to the purchase price. If the buyer drops the option, 
the seller still gets a return for the ore mined from the property. 

The custom in the Central and Eastern States is to pay the owner of the mineral 
rights a flat royalty based on the receipts received for metals produced. In the 
Tri-State field the mineral fee owners generally are paid 10 percent of the price 
received for the lead and zine concentrates, although leases as low as 5 percent 
are in effect. Similar royalties prevail in other Central and in the Eastern States 
for lead and zine deposits. 

A large number of individuals or groups have obtained leases on mining claims 
and then received aid from the Defense Minerals Exploration Administration in 
developing the claims. Various forms of leases have been approved—one on a 
nickel prospect provided for a royalty of 1 cent a pound on nickel and cobalt 
recovered and shipped. It provides also for a royalty of $1 per ton of chrome 
concentrates shipped. Another nickel lease was for 10 percent of the net profit 
for the metals shipped. Leases on copper and lead claims generally were 10 
percent of net smelter returns, but some were as low as 5 percent. All of these 
leases were on raw prospects. 

A fair royalty rate for metals which can be easily recovered from the ore would 
be less than for metals that require costly processing. On the other hand, a 
higher royalty could be collected from a proven ore reserve than from untested 
lands. 

A relationship exists between the percentage of royalty in most cases, and the 
cost per ton, in developing, mining, and processing the ores. The capital costs 
of plants are also taken into consideration. A higher royalty could be collected 
on a high-grade lead ore that was shipped direct to the smelter than, for instance, 
for a low-grade zinc ore that had to be milled. 

Consideration also is given in negotiating royalties to the relative positions of 
both parties regarding the scarcity of ore on one hand, and the competitive posi- 
tion of the lessors as to plants on the other hand. 

Where an ore can be treated by established processes with known costs of plant 
erection and treatment charges, the capital costs can be amortized with some 
degree of assurance against a known tonnage of ore to be exploited. 
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COMPARISON OF ROYALTY RATES AT NICARO TO RATES IN THE METAL MINING 
INDUSTRY 


As a royalty rate based on assay value of the ore as mined is rarely used in the 
metal-mining industry, direct comparison of rates cannot be made with the Nicaro 
practice. A further difference occurs in that the Nicaro ores are leached and the 
precipitate further processed to produce a nickel oxide; a part of the oxide is 
further processed to produce refined nickel. Comparison, however, can be made 
of the relative percentages of gross returns and of net returns from the ore at 
Nicaro with experience elsewhere in the metal-mining industry. 

Most low-grade metal ores are concentrated with a loss corresponding to the 
metallurgical loss at Nicaro. A further loss of metal is made in smelting, but 
this is accounted for in the smelter returns. Milling costs range from $1 to $2 
a ton and milling losses of 5 to 20 percent. 

The smelters buy lead and zine concentrates as such in the tristate mining 
district. With lead quoted at 16 cents and zine at 134 cents, the seller would 
receive 12 cents a pound for the lead and 6% cents a pound for the zine in his 
concentrates. The discount in price in 1956 was 25 percent for lead ore and 49 
percent for zinc—smelter schedules for lead and zine concentrates elsewhere are 
in the competitive range of charges made in the tristate district. 

An open smelter schedule at a western smelter for copper ores in 1956, provided 
payment for 98.5 percent of the copper at a deduction of 3 cents per pound from 
the Engineering and Mining Journal quotations. The base treatment charge for 
ore ranged from $9.50 to $13.50 per ton f. o. b. at smelter. The base charge for 
concentrates was $13.50. With a 25-percent copper concentrate, the base charge 
of $13.50 per ton would equal 2.7 cents per pound. The payments for the copper 
in the concentrate would be 98.5 percent of the contained copper in the concentrate 
at 5.7 cents below the quoted price. With a 90-percent recovery in concentrating 
the price paid for the copper in the mill feed would be 5.09 cents below the quoted 
price. 

To make a comparison of 10 percent net smelter return for lead, zinc, or copper 
with a 10 percent of the net returns at Nicaro, discounts both to percentage of 
metal paid for and the discounts in price would have to be considered. The 
metallurgical losses at Nicaro probably exceed by a few percent the combned 
milling and smelting of copper and lead ores, but would be less in the case of zinc. 

Royalties paid elsewhere on a ton basis could be fairly compared with the royalty 
rate at Nicaro only by establishing a worth for a ton of ore as mined at Nicaro. 
In 1942 nickel was quoted at 31.5 cents per pound. The value of nickel in a ton 
of 1.40 nickel ore at the quoted price of nickel was $8.82 per ton (table 7). Ata 
75-percent extraction the worth was $6.61. The mining and treatment cost 
during the first run of the plant at Nicaro was about $7.60 per ton of ore treated. 
The net value of the ore to purchaser at that time would have been minus $0.99. 
With nickel at 64.5 cents per pound, the net worth of a ton of ore is $4.77 with 
1956 Nicaro costs (table 7) before royalty, taxes, or profits. 

A lease under consideration by the Bureau of Land Management, previously 
mentioned, is similar to the Nicaro lease, as it provides royalties of the gross 
value of metals but differs greatly in royalty payments as it is on one-third of the 
quoted price of the copper and nickel recovered. Applying this lease to Nicaro, 
the royalty on the nickel recovered with nickel at 64.5 cents per pound would be 
4 percent of 21.5 cents or 0.8 cents as against 13 percent of the full value of the 
metal as presently received. 


RELATION OF ROYALTY TO COSTS INCLUDING INTEREST ON INVESTMENT AND 
FEDERAL TAXES 


A mining company with a treatment plant in operation or contemplating pur- 
chasing such a plant, would first determine the net returns necessary for return 
of invested capital with interest, plus an adequate operating profit after Federal 
taxes, before establishing a price it could afford to acquire ore for the plant either 
by purchase of the ore outright or on a royalty basis. First consideration would 
be given to the invested capital and the risks involved in its return. The operating 
profit required probably would be as determined by the board of directors as a 
company policy. 

Applying these criteria to the Nicaro enterprise in March 1957, consideration 
would be first given to the price situation. During the past 5 years nickel has 
advanced from 56% cents to 74 cents per pound. The last raise from 64% cents 
to 74 cents was made on December 6, 1956. 
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Three factors are involved in the future price situation, (1) continued majoi 
use of nickel in the defense industries, (2) general business conditions and, (3) the 
world supply of nickel. (See report of April 2, 1956, Nicaro Royalties, by Paul 
McGann.) 

Nickel is now (March 1956) in tight supply, but new nickel mines with sub- 
stantial potential productions are being developed in Canada and elsewhere in the 
world. A thought should be given to the recent changes in the price of copper 
which skyrocketed from 32 cents to nearly 50 cents during an acute shortage and 
then plunged back to 32 cents after the distress demands were met and copper 
became plentiful. 

Capital costs are of prime importance in negotiating royalty agreements. The 
buyer always faces some risk as of possible price reductions of the metals to be 
recovered or of mounting production costs. A risk also exists at Nicaro that a 
better process will be developed to treat laterite nickel ores and the plant then 
could become obsolete before the capital cost of the plant has been recovered. 

The Government built a costly processing plant at Nicaro; the process to be used 
was unproven. The capital cost per ton of daily capacity on the initial investment 
of $34 million was about $8,500; the rehabilitation in 1953 cost another $11 million. 
At 4,000 tons per day, the total cost per daily ton capacity was about $11,200 
without interest on the investment. 

The Government supplied ‘‘risk’’ capital to build the plant, which could have 
had a bearjng on royalty agreements established in 1942. The process, however, 
presently is successful. The capital expenditure, however, remains a prime 
consideration in formulating royalty agreements at this time. 

The Nicaro nickel plant was built as a national-defense measure. An estab- 
lished mining company in contemplating such an enterprise wou!d have to con- 
sider a return of capital with interest and an adequate operating profit for the 
stockholders after taxes. The royalty rate currently being paid Nicaro Nickel Co. 
is too high for a private company to make an adequate profit on this enterprise. 

A discussion of costs as would be figured by a mining company follows. A 
royalty rate that could be paid by a private company is developed. For the pur- 
pose of this discussion, production costs at the Nicaro enterprise for the last 6 
months of 1956 are used. It is assumed that the company would want the 
original investment with interest returned in 10 years and want an adequate 
operating profit after taxes. It is further assumed that nickel will average 64% 
cents per pound during this period. 

Amortization in the cost accounting at GSA does not include interest which is 
a capital charge often used in mine amortization cost analysis. Roughly, $34 
million was expended to March 1942 and another $11 million in 1952. The 
interest on the $34 million at 3 percent from 1942 to 1952 that the Government 
pays, would increase the $34 million to $39,100,000 in 1952, making a total of 
about $50 million to be amortized from 1952. A total of $14 million has been 
charged off without interest by the GSA to the end of 1956, leaving a balance of 
$36 million from the $50 million. With 5 percent interest over a 10-year amorti- 
zation period, the amount would be $45 million; the yearly sum to be charged off 
would be $4,500,000. 

The United States Government-operated Nicaro enterprise does not pay 
property taxes on the plant in Cuba, nor, of course, United States Federal income 
taxes. The GSA’s accounting makes no provision for an equivalent of Federal 
taxes in the figures shown as profit. Washington expenses also are not included. 

As shown on page 2 of the financial report of December 31, 1956, the average 
price received for the nickel sold during the last 6 months of 1956 was 63.628 
cents. (The quoted average metal price was 64.6 cents.) The average cost per 
pound of producing the nickel is shown as 50.320 cents, leaving a gross profit of 
13.308 cents per pound of nickel. The calculated royalty with nickel at 64.6 
cents and a 75-percent recovery would be 7.021 cents (table 4); the gross profit 
without royalty, therefore, would be 20.329 cents. The percentage of apparent 
profit before royalty was 32 percent, and 21 percent after royalty. 

An assumed profit of 10 percent on sales after United States Federal taxes of 
52 percent of income would be 21 percent of 63.618 cents or 13.363 cents per 
pound, leaving a net of 6.967 cents for royalty and provisions for Cuban taxes. 
The actual royalty paid was 7.12 cents per pound. 

A private mining company probably would have to pay Cuban property taxes 
in addition to United States Federal income taxes. It also would have to include 
interest on the capital investments. 

As shown by table 8, the total income from sales during the last 6 months of 
1956 was $8,812,000 and the cost of manufacture, exclusive of royalty and amor- 
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tization, was $4,951,000. The profit before royalty and amortization would be 
$3,861,000. Amortization including interest of $4,500,000 per year (one-half 
year) would be $2,250,000. The indicated profit before royalty, therefore, would 
be $1,611,000. The above figures would indicate an 18-percent profit on sales 
before royalty and taxes. The net profit after 52 percent Federal tax would be 
about 8 percent before royalties. 

Ten percent of the net profit is customarily paid to royalty holders in the metal 
mining industry for ores of low metal content, and where costly processing of the 
ores is necessary, such as at Nicaro. In the above case 10 percent of the net 
profit would be $161,000, or nearly 2 percent of the income from sales. The 
royalty on a yearly basis would be $322,000. 

The net profit after royalty of 2 percent of sales would be $1,435,000 or about 
15 percent of sales. The profit after Federal 52 percent income tax would be 
about 7 percent of sales exclusive of any Cuban taxes. The actual royalty paid 
during the last half of 1956 was $1,158,000 (table 8). 

In the opinion of the writer, 2 percent of gross receipts would be a fair royalty 
on ores with 1.4 percent nickel at Nicaro. Increased prices for nickel and improved 
metallurgical recoveries, including the recovery of cobalt and iron from the ores 
would benefit the royalty holder. 


ExuiBit 5 
Survey or Royautry Rates In RELATION TO Nicaro OrE ContTRACT 
By Behre Dolbear & Co., Inec., April 1958 


BeHRE Do.pearR & Co., INc. 
New York, N. Y., April 17, 1958. 
Nicaro NIckEL Co., 
New York, N. Y. 

GENTLEMEN: As requested by you, a study has been made to determine whether 
the royalty rates received by your company under its contract of July 2, 1948, 
with the United States Government (which was made pursuant to a contract of 
March 12, 1942) are common in the mineral industries and whether they can be 
regarded as fair and equitable. 

This contract provides for royalty payments with respect to nickel only, and 
makes no provision for payments with respect to any recoveries of cobalt, iron, 
or chromium. There is no additional payment with respect to patent rights on 
processes of Nicaro Nickel Co. which are being used at the Nicaro plant. 

The royalty schedule provided in this contract has been compared to those 
common in the mineral industries. The original royalty rate under this contract 
was 8.33 percent of the value of the nickel in the ore. By reason of the change 
in the price of nickel, the royalty rate has now decreased to 8.13 percent of the 
value of the nickel in the ore. 

Numerous methods are used in the determination of royalty rates, and the 
various bases used are so divergent in character that it is impossible, in many 
cases, to make any useful comparisons among them. Factors which enter into 
determination of royalty rates include the following: 

1. Scarcity of the mineral or metal and its competitive position. 

2. Price of the mineral or metal, which, except in the case of gold, is usually 
related to scarcity and competition. 

3. Value of minerals contained in the ore. Royalty rate usually bears 
relation to such value. 

4. The degree of development of the mineral deposit. The lessee can 
afford to pay a higher royalty when there are adequate developed ore reserves 
than when the uncertainty of search and development is involved. 

5. The profit which is estimated to be derived from the lessee’s operation. 

Nickel is a relatively high-priced metal. It is produced from only a few mines 
as compared to the large number of mines from which base metals such as lead 
and zine are produced. It occupies an important place as a strategic material, 
and commercial sources of nickel are rare and much sought after. The Nicaro 
Nickel Co. deposit was substantially developed when the Nicaro project was 
started, and the project was able to begin operations with the assurance of ade- 
quate developed ore reserves. 

These and other related matters were carefully considered and weighed in the 
preparation of the report submitted herewith. It is on the basis of this study 
and experience in the mineral industries that we have concluded that the royalty 
rates in your contract are comparable to, and in many instances below, those in 
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hundreds of other contracts in the mineral industries, and we consider them to be 
fair and equitable. 
Respectfully submitted, 


SAMUEL H. Do pear, President. 


BEHRE DoLBEeaR & Co., INC., QUALIFICATIONS 


The firm of Behre Dolbear & Co., Inc., is composed of 12 members and associates 

who are well-known specialists in the mineral industries. 
# Behre Dolbear & Co., Inc., has rendered technical and economic service to 
many of the principal mining companies. The work includes feasibility studies, 
mine evaluations, capital and operating-cost estimates, geological studies, ore 
estimates, exploration and development plans, ore dressing, metallurgical testing 
and research, and other factors comprising comprehensive activity in the mineral 
industries. 

Reports of the firm are generally accepted for banking and financial purposes. 

The firm or its members have rendered service in 55 foreign countries, in 10 of 
which it has served as official consultants of the governments. 

The firm or its members have represented various clients in royalty negotiations 
with potential lessees, such as American Metal Co., Climax Molybdenum Co., 
International Nickel Co., Bear Creek Mining Co., (Kennecott) and Vanadium 
Corporation of America. The firm is thoroughly conservant with royalty rates 
and conditions in various mineral industries. 

Detailed qualifications of the members and associates of the firm may be found 
in its brochure, a copy of which is attached. 

Clients for whom Behre Dolbear & Co. have rendered service include the 
following among many others: 

American Metal Co. 

Chemical Construction Co. (American Cyanamid) 
Delhi-Taylor Oil Corp. 

Great Lakes Carbon Corp. 

International Finance Corp. (branch of World Bank) 
International Minerals & Chemical Corp. 
Kennecott Copper Corp. 

National Lead Co. 

National Research Corp. 

Norton Co. 

Phelps Dodge Corp. 

Potash Company of America 


BASIS FOR REPORT 


The data in this report are based upon experience in the mineral industries, 
including negotiation of mineral leases, examination of many royalty agreements, 
and from: published information, the United States Bureau of Mines, officials 
of State mineral bureaus, officials of mining companies and others in the mineral 
industries. 

ROYALTY PROCEDURES AND METHODS 


Leasing is a standard procedure in mining operations. A leasing system repre- 
sents a division of the value of the ore produced. 
While numerous methods have been employed in the determination of royalties, 
those commonly used are— 
1. A percentage of gross value of the minerals in the ore. 
2. A percentage of recoverable value of the minerals in the ore. 
3. A percentage of net smelter or mill returns. 
4. A division of net profits. 
Percentage of gross value 
This is the simplest of all methods and is the method employed in the present 
contract. Only two factors need be determined: the percentage of metal in the 
ore and the prevailing price for the metal. 
Percentage of recoverable value 
This plan requires a periodic determination of the percentage of recovery in 
the plant or an agreement as to an assumed recovery. 
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Percentage of net smelter or mill returns 


This is fairly common practice where the ore or concentrate can be shipped to 
an independent smelter. This is open to obvious objections in cases where the 
lessee also operates or controls the smelter. 

Where the smelter treats ore from more than one mine, it is necessary to 
establish a procedure for determining the head value of ore from each shipper 
Furthermore, the lessor lacks any control over the composition of smelter charges. 


Division of profits 


Various plans involving a division of profits have been used. Since the lessee 
usually controls the operation, it is necessary that all elements of cost to be 
charged against the operation should be carefully defined. Since the lessor 
assumes a risk as to these factors, as well as the ability of management, his compen- 
sation is normally greater than in the case of a fixed royalty, commonly ranging up 
to 50 percent of the net profits. 

Because of the many difficult questions which can arise about the costs which 
can properly be charged to the operation, this method is not viewed with favor. 
A conspicuous example of the reason for dissatisfaction with this type of contract 
is shown by the controversy between Mesabi Iron Co. and Reserve Mining Co. 


about a division of profits royalty which is now the subject of an arbitration 
proceeding. 


Other royalty methods 


A large number of royalty plans and modifications of those listed above have 
been used from time to time, either to fit special circumstances or because they 
present divergent views of lessors and lessees. 

In no case do the records consulted disclose a royalty based upon the cost of 
the property. 

ROYALTY RATES 


Royalty rates, based on the gross value of the minerals contained in the ore, 
range up to 50 percent of such gross value but, depending on the gross value of 
the minerals contained in the ore, are more usually from 7 to 25 percent. The 
variation in royalty percentage is dependent upon a number of factors such as 
the size of the ore body; the grade of the ore; demand for the product; how fully 
proven the ore body is; and how well prepared it is for ore extraction. A well 
defined, well developed, large ore body of good grade, and easy of access, such as 
the Nicaro Nickel Co. deposits, naturally commands a higher royalty than an 
uncertain prospect. 

In some cases lower rates may be found. Usually these are due to special 
circumstances, such as a limited demand for the product; uncertainty as to the 
quantity or grade of the ore; an exceptiaonlly large amount of exploration or 
development required; or because of lack of a proven method of treatment. 

In the case of potash and borax, the United States Government has established 
lower royalties to aid in the exploration and development of deposits important 
to agriculture and the national defense. Oil shales are in a similar category. 


Nicaro royalty rates 


In the case of the ore contract between Nicaro Nickel Co. and the Government, 
the royalty was stipulated to be 2.5 cents per pound of contained nickel when nickel 
was priced at 30 cents per pound f. o. b. Pittsburgh. This amounted to 8.33 per- 
cent of the value of the nickel contained in the ore. The Nicaro Nickel Co. ore 
contains 1.42 percent nickel, or 28.4 pounds per dry short ton. The royalty is 
based solely on the nickel content. When the royalty was first agreed upon, 
the nickel contained in the ore was worth $8.52 per dry short ton. On this basis 
the royalty, if paid, would have been $0.710 per ton. 

Today the price of nickel is $0.74 per pound, duty paid, Port Colborne, Ontario. 
This is equivalent to $0.749649 f. o. b. Pittsburgh. The average grade of the 
Nicaro Nickel Co. ore is the same, 1.42 percent nickel, and therefore the gross 
value, not including cobalt, chrome, and iron, is $21.29 per ton. There was pro- 
vided in the original 1942 agreement and in the agreement of July 2, 1948, an 
escalation of the royalty amouting to eight one-hundredths of a cent for each 
j-cent increase in the price of nickel at Pittsburgh. Applying this escalation, the 
amount of royalty per pound of nickel contained in the ore has become 6.0972 
cents, and the amount of royalty per dry ton of ore has become $1.73. However, 
because of the increased value of the nickel in a ton of ore, the percentage of roy- 
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alty has declined to 8.13 percent of the gross value of the nickel contained in the 
ore. 

Reference is made to Information Circular 6774, by United States Bureau of 
Mines, published only 8 years before the original agreement was made. On page 
7 of this circular, it is stated that: ‘Royalties may be 5 to 30 percent of the assay 
value of the ore or of the net returns from the mill or smelter.” 

On page 8 of this circular, the Bureau of Mines gave the following illustration 
of sliding-scale royalty payments: 


Royalty 

payment, 

percent 

Value of ore per ton: 

Up to $10 SEU. cis the Ee Se =. Sees a 10 
$10 to $20___- (iit Mes see ce ae oe : 15 
$20 te $40__._._.. PR See eee See ie Je: oh ee, Se Pe 20 
a a [ Let! ’ 25 
een renee oe a Bes Rg Stas Ai _ 30 
Dae eeeererer. oS oe Be seine er ee . : ; 50 


If the foregoing table had been used when the Nicaro ore royalties were fixed» 
then in 1942 when the nickel price was 30 cents per pound, the royalty would have 
been 10 percent, or $0.03 per pound of contained nickel, or $0.852 per ton of ore. 
Today, due to the increased price of nickel the royalty would be 20 percent, or 
14.9 cents per pound of contained nickel. This would amount to $4.26 per ton of 
ore as contrasted with the present rate of $1.73 per ton. 

Furthermore, any increase in the percentage of recovery of nickel or the recovery 
of cobalt or any other metal from the ore will not result in any increase in the 
royalty to Nicaro Nickel Co., even though it may materially increase the profits 
of the Nicaro plant operation. Nickel is a scarce metal. The United States 
produces less than 1 percent of its requirements, the only operating mine in this 
country being at Riddle, Oreg. Canada produces at present approximately 65 
percent of the free world production, chiefly from the Sudbury district. Outside 
of Canada, nickel comes principally from Cuba and from New Caledonia. With 
so few sources of nickel, as distinguished from the numerous copper, lead, and 
zine deposits which frequently command royalties of 10 to 20 percent of the gross 
value of the metal contained in ore of comparable value, a royalty for nickel ore 
of 8% percent, or less, is fair and equitable. 

If for purposes of comparison the percentage-of-net-profits method were 
applied, it will be found that present royalties are within the customary range of 
20 to 50 percent of such profits. According to the financial report of December 31, 
1957, published by the Office of Comptroller of General Services Administration 
and using the tabulated figures for July 1, 1957, through December 31, 1957, 
during which the expanded plant was in full operation, the Government sold its 
nickel oxide sinter product for 70.3 cents per pound. Total costs for the nickel 
oxide produced are 50.3 cents per pound which includes a royalty payment of 
8.5 cents per pound of nickel recovered and management fees for production and 
research of 1.6 cents per pound. 

If it is assumed that the project could be operated by an independent owner or 
lessee without requiring such fees, then the cost, exclusive of royalty and manage- 
ment fees, would be 40.2 cents per pound of nickel recovered. This, subtracted 
from the net sales price of 70.3 cents, leaves a profit of 30.1 cents per pound. 
Hence, the royalty payment amounts to 28 percent of the profit. For a deposit 
as thoroughly proven, and as well developed for mining as the Nicaro Nickel 
Co.’s ore reserve, with its grade of ore and accessibility to point of use, a royalty 
to the owner of the ore of 28 percent of the profits is well within the customary 
range of up to 50 percent of the profits. 


Other nickel royalties 

Under the Government contract with Hanna Coal & Ore Corp., the latter is 
receiving a net payment of 20 cents per pound of contained nickel for ore analyzing 
1.5 percent nickel delivered at the smelter. Since operating costs are not available, 
no comparable figures of royalty can be stated. 
Iron ore 

Another commodity almost universally subjest to royalties is iron ore which, 
as raw ore or as concentrate, is readily marketable. In the State of Minnesota 
minimum royalties acceptable for bidding on State lands have become established 
by law (HF 1542 of 1951, ch. 616). The base grade of ore, 51.50 percent iron 
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natural, Mesabi nonbessemer ore, sells at present for $11.45 at lower lake ports. 
Deducting freight, insurance during lake transit, loading and unloading charges 
leaves a published value of Mesabi nonbessemer open-pit ore at the mine for 1957 
of $7.7229 per long ton. The present published State minimum charge for bidding 
on developed ore deposits is $0.8168 per long ton, or 10.57 percent. This is the 
lowest bid which will be considered by the State, and the successful bidder has to 
bid from $1.80 to $2 per ton to secure the lease. This is 23.3 to 25.8 percent of the 
value of the ore. These royalties are subject to escalation as the base price of iron 
ore changes. 

In Minnesota a large company owns the fee or has low royalty State leases on a 
large number of iron-ore properties. It makes a business of leasing these lands on 
a royalty basis. Its policy is to base royalties on the published value of the ore at 
lower lake ports, from which is deducted all freight to determine the value at the 
mine. The cost of operation is then estimated to provide a royalty which will give 
the company about 50 percent of the net profits. Royalties usually range from 
20 to 30 percent of the value of the ore at the mine. 

In the State of Michigan, royalty rates are standardized by law. The minimum 
royalty is 10 percent of the mine value of the ore. Leases are subject to competi- 
tive bidding as in Minnesota. 

Published average royalties on iron ore are valuless because much of the ore is 
owned in fee, with no royalty payment; yet these tonnages are included in the 
averages. 

Sulfur 


Sulfur is another commodity subject to royalties. The price of sulfur at present 
is $24 to $25 per ton. A royalty of $3 per ton (which is 12 to 12% percent) is 
common, and frequently here is paid in addition a share of the profits or a per- 
centage of the price above a specified figure, such as $24 per ton. A substantial 
cash payment is also usually paid. 

Petroleum royalvies 


Probably the commodity most widely subject to the leasing system is petroleum. 
The standard royalty to the owner of the land and mineral rights is oy e-eighth, 
or 12.5 percent of the value of the petroleum extracted. Congress itself has set 
this figure as a minimum royalty for oil leases on the outer Continental Shelf. 
This is a royalty for wildcat territory, not a proven reserve, and furthermore for 
territory where a tremendous expenditure will be required before it is known 
whether or not oil is present. Royalties are heing increased, in certain instances, 
to 16% and even 25 percent of the value of the oil produced. In Arizona, on 
Indian land, the royalty has recently been increased to 16% percent. The Bureau 
of Land Management of the United States Department of the Interior has set 
royalties which range from 124 to 25 percent. Before crude oil reaches its final 
form for the consumer, it must be processed in an elaborate and expensive oil 
refinery. 

Natural gas 


/ 


Royalties on natural gas range from 1244 to 60 percent of gross value. 
Potash 


It is generally considered that potash is a low royalty commodity. The royalty 
was set low by the Government to encourage a new industry, obtain freedom 
from German domination, and benefit agriculture. Nevertheless, in the case of 
3 of 8 producers, total royalties amount to 84 to 9% percent of the value of the 
refined potash produced. 


Uranium 


Much of the uranium ore is found on Indian land, and royalties are established 
by the Bureau of Indian Affairs of the United States Department of the Interior. 
These royalties are paid on the value of the uranium and other minerals associated 
therewith which are contained in ore delivered to the Atomic Energy Commission. 

Typical royalty schedules contained in actual contracts approved by the area 
directors in Gallup, N. Mex., and Window Rock, Ariz., the latter for Navaho 
lands, range from 12 to 25 percent, depending upon the mine value per dry ton 
of ore. 

In Colorado, the State board of land commissioners has fixed the royalty rate 
at 12'4 percent of the gross value of ores containing uranium and other fissionable 
materials. 
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Lead and zinc 


In Oklahoma there are Indian lands on the Quapaw Reservation which contain 
lead-zine ore. The Bureau of Indian Affairs administers the leasing of the lands 
and has established a formula for arriving at the value of zine concentrate and 
lead concentrate based on the quoted prices for the metals. Royalty is paid as 
percentage of the values thus established. The average royalty is 10% percent of 
the value of the concentrate recovered from the ore, which is 6 percent of the 
gross value of the crude ore. On non-Indian land in Kansas and Missouri, the 
majority of the lessees pay a royalty of 10 percent, and a few pay a royalty of 
12% percent. 

In contrast to nickel, lead and zine are characteristically in oversupply, and 
prices of these metals are but 15 to 20 percent of the price of nickel. Moreover, 
there are but a few nickel mines in the world—of which only one is in the United 
States while there are several hundred lead-zine mines in the United States alone. 


Copper 


Copper mined under lease in the United States is not in important amounts. 

In Northern Rhodesia where the mineral rights are owned by the crown, copper 
operations are under lease. Royalties paid by these mines are shown in annual 
reports to shareholders for 1957 to be as follows: 

Roan Antelope Copper Mines, Ltd., mined 5,852,800 tons of ore which aver- 
aged 1.95 percent copper. In that year they realized 31.35 cents per pound of 
copper sold. The gross value of the metal in the ore therefore was worth $71,556,- 
300, or $12.22 per ton. On this ore a royalty of $6,858,500 was paid, which 
amounts to 9.5 percent of the gross value. 

Mufulira Copper Mines, Ltd., mined 4,498,600 tons of ore averaging 2.86 
percent copper. Since they realized 32.4 cents per pound in 1957, the gross value 
of the copper in the ore was $83,372,300, or $18.55 per ton. On this ore a royalty 
was paid amounting to $7,689,500, which is at the rate of 9.2 percent of the gross 
value. 

Gold placers 


In placer ground in the West, royalties usually vary from 10 to 15 percent of 
the value of gold or other minerals recovered in operation. 


Gold lodes 


Gold in lode deposits is usually recovered as metal at the plant. Some, of 
course, is recovered as a byproduct from base metal ores. A representative lease 
provides for royalties ranging from 8.19 to 12.29 percent of the gross value of the 
gold contained in the ore. 

The foregoing royalty rates are typical examples of those common in the 
mineral industries. They substantiate the conclusion that the Nicaro Nickel Co, 
royalty rates are not excessive and are in fact comparable to, or below, those in 
hundreds of mineral contracts, and we consider them to be fair and equitable, 

New York, April 17, 1958. 





ENGINEERING SERVICE IN UNITED STATES AND FOREIGN COUNTRIES 
BEHRE DOLBEAR & CO, 
Mining, geological, and metallurgical consultants 
11 Broadway, New York, N. Y., U.S. A. 


Chas. H. Behre, Jr., Ph. D. (professor of geology, Columbia University, New 
York) 
Samuel H. Dolbear, M. Sc., mining engineer—mineral economist 
Parke A. Hodges, M. Sc., mining engineer 
Theodore B. Counselman, E. M., mining and metallurgical engineer 
Armine F. Banfield, Ph. D., geologist 
Associates: 
William F. Boericke, E. M., mineral eeonomist—valuation 
R. G. Bowman, E. M., metallurgist—ore beneficiation 
Vinton H. Clarke, E. M., mining engineer 
Frank H. Madison, B. Sc., mining tax consultant 
Elwood 8S. Moore, Ph. D., geologist 
Roland D. Parks, M. Se., associate professor of mineral industry, Massa- 
chusetts Institute of Technology, Cambridge, Mass. 
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Robert E. Vivian, Ph. D., chemical engineer (dean of engineering, University 
of Southern California, Los Angeles, Calif.) 
Foreign consultants: 
F. Blondel, mining geologist, Paris, France 
Viscount Tadashiro Inouyé, mining engineer, Tokyo, Japan 


ORGANIZATION 


Behre Dolbear & Co. was organized to act as general mineral consultants in 
the mining and metallurgical industries, to carry out the search for new deposits, 
to supervise their development and direct the management of established mining 
concerns. Its personnel has been so chosen that the firm can offer, under one 
ae aga a complete advisory service on problems related to the mineral 
industry. 

The firm is composed of Charles H. Behre, Jr., Samuel H. Dolbear, Parke A. 
Hodges, and Theodore B. Counselman, who have associated with them other 
geologists, mining engineers, milling and metallurgical technologists, and mineral 
economists, with extensive explorational, operating, and managerial experience in 
the metallic and nonmetallic fields. 

Members of the firm have served as consultants and technical advisers to private 
clients and corporations as well as to the governments of many foreign countries. 
The firm has established representatives in Europe and Asia from whom direct 
and authoritative information can be obtained concerning local and economic 
conditions relative to particular projects under consideration; thus a worldwide 
and comprehensive service is provided. 


SCOPE OF ACTIVITIES 


Behre Dolbear & Co. will undertake only work for which it is well fitted and 
which it considers of genuine value to the client. Definite proposals will be 
promptly submitted on request to anyone interested in such service. Where the 
scope of the work is clearly defined, the firm will offer either a fixed price or a 
contract on a per diem basis, whatever the size of the project. The services of 
Behre Dolbear & Co. can be combined with those of other firms and consultants. 

Many mineral projects are complex in character, requiring technical service in 
geology, methods of development, mining, stope preparation, haulage, selection 
of mining and ventilating equipment, ore treatment methods, capital and operating 
cost estimates, valuation and market surveys. Since these are all available in 
one firm, substantial economies are provided over the engagement of separate 
specialists. 


GEOLOGICAL INVESTIGATIONS 


A knowledge of the geologic setting of a region or district and of the local deposits 
is essential in preparing plans for exploratory work on a regional or local scale. 

Behre Dolbear & Co. will make both reconnaissance and detailed geologic 
surveys of a mining district or of an individual property, map the mine workings, 
sample the ore bodies, estimate the ore reserves and prepare plans and cost esti- 
mates for diamond drilling and other development work, and supervise its execu- 
tion. Mineral exploration in which the firm is qualified includes metal ores, non- 
metallic (industrial) minerals, mineral fuels, and ground-water reserves. Such 
exploratory work includes geological surveys and advice on geochemical and 
geophysical surveys, but not the detailed execution of the latter, for which com- 
petent specialists will be called in. The firm does not engage in aerial photog- 
raphy, but is prepared to plan photographic surveys and interpret the geological 
information related to exploration as obtained from aerial photographs. 


MINING PROBLEMS 


Increasing labor costs suggest the need to increase output per man-shift and 
this may require changes in the methods of mining and the handling of the ore by 
mechanical means. In foreign countries, where labor differs from that of the 
United States, innovations must be gradual and their application carefully studied. 
Behre Dolbear & Co. has had wide experience in preparing recommendations for 
such adaptations both at operating mines and for proposed new undertakings. 


ORE TREATMENT 


During the past decade, substantial improvements have been made in methods 
of ore treatment in the United States. Recent innovations, leading to higher 
recovery and lower costs, include such features as the increasing use of heavy 
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media processes for roughing-out waste rock from the ores before fine grinding 
and flotation, development of new reagents in the flotation process and modifica- 
tions of several standard processes in the chemical and metallurgical field for 
both the metalliferous and nonmetallic ores. Behre Dolbear & Co. has specialists 
ready to study the application of such improvements in milling and metallurgical 
methods and the application of chemical treatment. The firm is prepared to 
recommend significant changes in the flow sheet of an operating plant, if necessary, 
and to design plants to give maximum recovery at minimum cost. 


PLANT DESIGN 


In addition to designing mining, milling and metallurgical plants, Behre Dolbear 
& Co. will prepare detailed specifications covering the necessary equipment, as 
well as cost estimates, and will act as the representative of the client in supervision 
and construction. 


CAPITAL REQUIREMENTS AND COST ANALYSES 


On request, the firm will prepare estimates covering the amount of capital 
required for bringing a new property into production, rehabilitating an old 
property or modernizing an existing plant, and will provide operating-cost 
analyses. 

MANAGEMENT OF OPERATIONS 


The firm will select, employ and supervise qualified men for key positions and 
technical direction in the management of mines, mills, and metallurgical plants. 
Especially included are mining and milling operations covering the treatment of 
the precious, ferrous and nonferrous minerals, industrial or nonmetallic minerals, 


MARKET SURVEYS FOR INDIVIDUAL MINERAL PRODUCTS 


Among the firm members are specialists in many of the mineral products, well 
acquainted with both domestic and foreign fields, who are in a position to compile 
reports and charts showing the world sourcés of supply, relative quality, actual 
and potential demand, uses, and average present and past prices for the products 
under consideration. Based on these data, a complete appraisal can be made 
indicating the economic possibilities of the project. 


FOREIGN GOVERNMENT CONTROLS, TARIFFS, TAXES, AND LABOR SITUATIONS 


Of particular importance to prospective American investors abroad is a precise 
knowledge of existing mining laws, labor regulations, exchange controls, tariffs, 
and taxes, as well as the general economic situation in the area involved. Part of 
such information may be obtained through the Washington office of the firm from 
its contact with, and experience in, governmental agencies and also from its 
foreign consultants. 

If desired, the firm will assist in negotiating for financial aid from United States 
agencies. Assistance is given in preparing reports and applications for Govern- 
ment loans and in registration of securities before the Securities and Exchange 
Commission. 

VALUATIONS 


An important part of the work of this firm has been in the appraisal of value 
of mineral properties and operations. This involves the determination of the 
extent and character of mineral reserves, capital and operating costs, markets 
and future earnings. The risk factors are carefully appraised, both as to the 
operations itself and to such supplementary elements as taxation, political con- 
ditions and market outlook. Valuations are frequently required to fix a basis 
for purchase or sale, to seek economies in taxation, to establish the present worth 
of future earnings, and to provide an accurate value for the balance sheet. Val- 
uation is sometimes made for estate purposes. Since economic conditions undergo 
constant change, periodic revaluations are advised. Some estimates made by the 
firm have involved sums ranging up to $90 million. 


MEMBERS OF THE ORGANIZATION 


Chas. H. Behre, Jr., Ph. D., has been professor of geology at Columbia Uni- 
versity, New York, since 1941. Through the Second World War and for much of 
the 15 years preceding, he served as a part-time or full-time member of the United 
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States Geological Survey. He has been engaged for mineral studies by the Penn- 
sylvania Geological Survey and, at Cincinnati, he was in charge of the city’s 
resource survey, 1924-30. He was a professor of geology from 1930 to 1941 and 
from 1933 to 1937, was chairman of the department of geology at Northwestern 
University. During the Second World War and immediately thereafter, he was 
in charge of certain strategic mineral studies for the United States Geological 
Survey and served as consultant to the National Armed Forces’ Research and 
Development Board. He has worked on deposits of metalliferous ores, industrial 
minerals and ground water in the United States, Canada, Mexico, the West Indies, 
South America, Europe, and Africa. 

Samuel H. Dolbear, M. Sc., has been a consulting mining engineer since 1912 
with offices in California and New York. His work in valuation and economic 
investigations and in the field of nonmetallic industrial minerals is well known 
and he has written extensively on diverse subjects. In addition to consulting 
work for private industry in various countries, he served on the advisory com- 
mittee and as consultant to the United States Bureau of Mines, as consultant to 
the Army and Navy Munitions Board, on the Advisory Committee of the Council 
of National Defense, as mining engineer consultant of the California State Divi- 
sion of Mines, mineral adviser to the former Provisional Government of the 
Republic of Korea and technical advisor to the National Resources Commission 
of China. 

Parke A. Hodges, M. Sc., in mining engineering, has been engaged in the 
operation, management, development, and examination of mines since 1927. 
His operating experience includes mines in Chile, Mexico, and the United States 
and he has examined and evaluated mineral properties in Alaska, Yukon Territory, 
Canada, the United States, Mexico, Turkey, South America, and Africa. He is 
experienced in shaft sinking, block caving operations, the layout and development 
of underground workings; and in modern mining, milling, and transport methods. 
For 10 years he was mining and chief field engineer for the Climax Molybdenum 
Co. He has specialized in the mining, treatment and market problems of the 
ferroalloy elements such as molybdenum, tungsten, chromium, vanadium, and 
manganese; also on problems relating to the development and organization of new 
properties. 

Theodore B. Counselman, E. M., has been engaged in mining and metallurgical 
operations since 1910. He is well known for his work in ore dressing and other 
branches of mineral beneficiation. He has had extensive experience in the 
concentration of copper ores in Arizona and Mexico and iron ores in the Lake 
Superior district, as well as in New York and Alabama. His work in the roasting 
of sulfide ores is well known. Other activities include work in open pit and 
underground mining, diamond and churn drill exploration and ore reserve compu- 
tations, work with various chemical processes, in blast-furnace operation and 
portland cement manufacture. He is the author of various technical articles and 
is a registered professional engineer in New York and Connecticut. 

Armine F. Banfield, Ph. D., has been engaged in mining, geology, and explora- 
tion since 1930 in North, South, and Central America, also in Europe and Africa. 
For many years he was on the staff of Ventures, Ltd., and subsidiary companies 
which included severa! producing gold and base metal mines. Since 1945, he has 
served as consultant in the metallic and nonmetallic fields and has made numerous 
ore reserve estimates for well-known mining companies. Fieldwork has included 
the examination of many sulfur deposits in both North and South America. He 
has had extensive experience in Canada, including exploratory work which required 
up to several hundred thousand feet of diamond drilling per annum. 

Vinton H. Clarke, E. M., has been engaged in mine engineering, development, 
production, and exploration since 1937. His experience has included shaft sinking, 
and both underground and open pit operations in the United States, Canada, and 
Mexico, with extensive work in stoping methods, heavy ground with rock-burst 
conditions, stope filling methods, as well as in production planning, management 
and valuations. He was for many years with Howe Sound Co., serving for 6 
years, until 1958, as vice president in charge of mining as well as directing explora- 
tion activities. Foreign work has been in Canada, Mexico, Cuba, Peru, and 
Guatemala. 

Elwood 8S. Moore, Ph. D., has served as head of the department of geology and 
mineralogy and dean of the school of mines in Pennsylvania State College. For 
27 years he was professor of economic geology, head of the department of geology 
and paleontology and of the department of geological sciences in the University of 
Toronto. He has served as geologist with the Ontario Bureau and Department of 
Mines of Ontario, and with the Canada Geological Survey, in Manitoba. He was 
geologist on the Pennsylvania Topographic and Geologic Survey and did folio 
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work for the United States Geological Survey in Pennsylvania and geological 
work on petroleum in the West Indies for private interests. Geological studies 
have been made by him in Hawaii, New Zealand, Australia, India, Africa, and 
Europe, as well asin North America. He is the author of four books on geological 
and mining subjects, including a textbook on coal. Consulting work for com- 
panies has included reporting on dam sites and on iron, gold, silver, copper, lead, 
zinc, salt, and other deposits. 

William Fay Boericke, E. M., has been actively engaged in mining engineering 
work since 1910. He was with the New Jersey Zinc Co. in that capacity for 11 
years and later on the staff of the American Institute of Mining and Metal- 
lurgical Engineers for 7 years. He served as Chief Mining Engineer for the Se- 
curities and Exchange Commission at Washington, D. C., from 1934 to 1938; 
during this period he examined for the Government mining properties in many of 
the Western United States. In 1938, he went to the Philippine Islands in the 
capacity of chief valuation engineer for the Philippine Bureau of Mines and re- 
mained there during the war. He is considered an authority on mineral deposits 
in that country. He has written extensively for the Government and the technical 
press on subjects relating to gold, chromite, manganese, copper, and zine mining 
and is the author of a standard reference on gold placers. 

Frank H. Madison, B. Sc., for many years was valuation engineer, engineer 
conferee for the Engineering and Valuation Division, Chief of the Mining Section 
(Natural Resources) and Principal Engineer (Mining) in the Internal Revenue 
Service of the United States Treasury Department. 

His work has covered valuation of metal, nonmetallic and coal mines; the 
determination of depletion on the basis of March 1, 1913, values, cost depletion, 
discovery depletion, and percentage depletion in all types of mines; depreciation 
of mining buildings, machinery, and equipment; leasehold amortization; and amor- 
tization of emergency war facilities. He has also worked on the various problems 
of the deductibility of exploration and development expenditures, amortization 
of deferred exploration and development, and mining lease and option contracts 
as related to Federal tax returns; and on exempt income from excess output of 
mines during the excess profits tax years. He has appeared as Government 
expert in much important litigation involving tax problems requiring expert 
knowledge of both mining and tax laws and regulations, and in the computation 
of ore reserves and expected lives of mines. 

R. G. Bowman, E. M., has been in the field of nonferrous metallurgy since 
1911, in concentration of complex ores, the smelting and refining of metals, and 
manufacture of pigments. He has written extensively on these subjects. He 
was for many years on the staff of the Anaconda Co. in research and operation 
in Utah and Montana, and as general superintendent of their metal refining and 
pigment plants at East Chicago. His varied experience covers development of 
metallurgical and electrochemical processes, dust and gas handling, construction, 
operation and management of metallurgical and pigment plants. As technical 
adviser to the National Resources Commission of China, he traveled extensively 
in China. From 1948 to 1956 he was chief metallurgist of the Anaconda Reduc- 
tion Department at Anaconda, Mont. 

Roland D. Parks, M. S., is associate professor of mineral industry at the Massa- 
chusetts Institute of Technology, Cambridge Mass. His field includes mine 
valuation, mineral economics, mining methods and general practice. He is known 
in the field of mine valuation as author of the textbook Examination and Valuation 
of Mineral Property. One of his recent papers deals with source materials for 
nuclear power. From 1941 to 1946, he served with the War Production Board, 
Office of Vice Chairman for Metals and Minerals; and, more recently, has been 
with the United States Bureau of Mines as consultant. During the war period, 
much of his work dealt with sources and supplies of mineral raw materials. 
From 1921 to 1940, he taught civil and mining engineering at the Michigan College 
of Mining and Technology, Houghton, Mich. 

tobert E. Vivian, Ph. D., has been engaged in chemical technology since 1918, 
including consulting work in electrochemistry, electric furnace technique and 
development of chemical and metallurgical processes. He has developed and 
secured numerous patents relating to the manufacture of industrial chemicals. 
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He has had wide experience in research relating to the recovery of metals and 
valuable byproducts from refinery sludges and plant wastes, and in manufacturing 
methods for metal powders including copper, lead, zinc, aluminum, chromium, 
nickel, silver, and iron. He has been professor of chemical engineering and dean 
of engineering of the University of Southern California since 1937. 


Foreign consultants 


Fernand A. Blondel, mining engineer and geologist, has had many years ex- 
perience in foreign mines, particularly in French Indochina, Morocco, Tunisia, 
and Algeria. He has been professor of mineralogy at the school of mines at 
Saint-Etienne; director of the service of mines at French Indochina; director 
of the bureau of colonial geology and mines, chief of the mining bureau of the 
Ministry of Public Works in Paris; director of the committee for the organization 
of mines and base metals, and administrator and consulting engineer of various 
mining companies, among which may be listed: 


Société des Charbonnages du Tonkin (Indochina—coal) 
Compagnia Miniére de Conakry (French Guinea—iron) 
Bureau Minier de la Guyane Frangaise (French Guiana) 
Société L’ Algéronaphte (Algeria—petroleum) 

Société Méditerranéenne de Combustibles (Algeria—coal, oil) 
Société des Mines du Haut—Guir (Morocco—lead) 

West Canadian Collieries (Canada—coal) 


Viscount Tadashiro Inouyé, B. 8., Dr. Eng., mining engineer, has operated 
mines in Japan for many years, including the Fushan Colliery and Anshan Steel 
Works. He has also been Minister of Railways, member of the House of Peers; 
president of the Bureau of Technology, 1942—45; president of Japanese Institute of 
Mining and Metallurgical Engineers, 1928-29; president of Overseas Mining 
Institute, 1936-45. He served as Japanese representative at the League of 
Nations, Geneva, 1930, and as Japanese delegate to the World Power Conference, 
Berlin, 1930. He is consulting engineer to Matsuo Sulphur Mines and has 
similarly served many other mines in Japan and Korea. 

Members and associates of the firm have rendered engineering service in the 
following countries and, therefore, have knowledge of conditions in those areas: 


* Abyssinia Italy 
Alaska Japan 
Algeria *Korea 
Argentina Labrador 
Austria Liberia 
Bolivia Mexico 
Brazil Morocco 


British Isles 
‘Burma 
Canada 
Chile 
*China 
*Colombia 
Costa Rica 
Cuba 


Dominican Republic 


Ecuador 
France 

French Guiana 
French Guinea 
Germany 

Gold Coast 
Greece 
Guatemala 

*H aiti 
Honduras 
*India 

Ivory Coast 


Mozambique 
Netherlands West Indies 
Nicaragua 

Nigeria 

Northern Rhodesia 
Norway 
*Peru 

*hilippine Commonwealth 
Portugal 

Poland 

Puerto Rico 

Southern Rhodesia 
Spain 

Sweden 

Tunisia 

Turkey 

Union of South Africa 
*['nited States 

Venezuela 

Yugoslavia 


*Service in consulting capacity to the Governments of these countries. 
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The work of members of the firm has included a wide variety of metallic and 
Among those upon which important work has been done 


nonmetallic minerals. 


are the following: 


Abrasives Gold Potash 
Antimony Graphite Pyrite 
Asbestos Gypsum Rare earths 
Barite Indium Salt (halite) 
Bauxite Iron ore Sand (silica) 
Beryllium Kaolin Silver 

Borax Lead Slate 
Cadmium Lignite Sodium salts 
Cement materials Limestone Strontium minerals 
Chromite Lithium minerals Sulfur 

Clay Magnesite Tale 

Cobalt Magnesium materials Tantalum 
Columbium Manganese Tin 

Copper Mercury Titanium 
Crushed stone Mica Tungsten 
Diatomite Mineral fillers Uranium 
Feldspar Molybdenum Vanadium 
Fluorspar Nickel Zine 
Germanium Phosphates Zircon 





Exuisit 6A 


UnitTep States DEPARTMENT OF THE INTERIOR, 


BuREAU OF MINEs, 


Washington, D. C., April 2, 1957. 
Memorandum to: Paul Zinner, Assistant Director—Programs. 





From: Paul W. McGann, Chief Economist. 
Subject: Nicaro royalties. 


This report complements the report by E. D. Gardner both on policy and 
analysis aspects of the royalty paid on nickel-cobalt ore by the United States 
Government to the Freeport Sulfur Co. There are two parts to this report, a 
computation (with explanation) of effects of different royalty rates on the value 
of the entire property to a prospective buyer and a summary of library evidence 
of customary royalty rates. 


PART I: EFFECTS OF DIFFERENT ROYALTY RATES UPON THE VALUE OF THE NICARO 
PROPERTY 

Summary 

Table I shows the great difficulty the Government would have in obtaining a 
bid for the Nicaro plant that would be adequately rewarding if the proposed ore 
royalty rate of 10 percent of the market price were adopted. Furthermore, the 
discussion in the section on royalties shows why a substantial reduction down to 
nearly 2 percent would be reasonable in terms of the Government bargaining posi- 
tion. (Mr. Gardner’s memorandum approaches a 2 percent rate from other 
grounds.) The anomalous history of the present royalty agreement is also noted. 

Five other variables will be important in determining the value of the property 
to a private buyer in addition to ore royalties, and it is difficult to form a judg- 
ment in respect to any of them. These other variables are: The future price of 
nickel, the amount of percentage depletion that could be taken by a private oper- 
ator, future direct operating costs, amortization costs, and the rate at which a 
private buyer would capitalize a stream of profits-after-taxes from the property. 
To show the effects of the relevant values of all of the variables, alternative com- 
putations were carried out which are summarized in table I. 
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TaBLe I.—Nicaro—Value of plant to a private buyer under different conditions 


AT A CAPITALIZATION DISCOUNT OF 8 PERCENT OF TOTAL ASSETS 


{Millions of dollars] 




















Percent- | Direct costs._...........--_- ae 28 cents per pound 24 cents per pound 
age 
depletion 
allowance} Royalty rate..............~-- ; 0 10 | 0 344 10 
| 
————$———$ — — - | — a | ee 
15 | Price 74 cents: 
Amortization at 10 cents per pound _- 145 Gi cin sniwicas live erates ‘ 
Amortization at 20 cents per pound _. 122 90 133 123 105 
Price 60 cents: 
| Amortization at 10 cents per pound __ 100 76 | soon hawk \ de 
Amortization at 20 cents per pound __ 67 14 | 76 71 64 
Price 55 cents: 
Amortization at 10 cents per pound - -| 81 We beaces emcee 
Amortization at 20 cents per pound -_ 37 0 | 60 | 53 25 
Price 50 cents: | 
Amortization at 10 cents per pound -_| 62 BE Likciabwig | 
Amortization at 20 cents per pound-_!_..____- Olen 
0 | Price 74 cents: Amortization at 20 cents | | 
| per pound ._. Lic ac ea Rb eaece St ‘ 95 87 70 
| Price 60 cents: Amortization at 20 cents | | } 
| Ber Gee oa : Dns aeiaten a ieniiieeninne | 49 42 28 
| | | 














AT CAPITALIZATION RATE OF 10 PERCENT (AND 20 CENTS PER POUND AMORTIZA- 





TION) 
15 | price 74 cents... ot hi | dail ea etary | 106 | 98 | 84 
Price 60 cents___- eine ie ake 60 57 50 





The most relevant values of the property are shown in vhe last lines of table I 
at 10 percent capitalization of assets and 15 percent depletion, prices of 74 and 60 
cents, 24-cent direct costs, 20-cent amortization, and various rates of royalty 
payments. These show that a 1 per centum point change in royalty rates changes 
the value of the property about 2 percent, that is, $2 million at 74 cents and 
$1 million at 60 cents. 

There is no fixed effect of different royalty rates on plant valuation, hut enough 
values may be given in table I for the reader to judge effects of changing the 
royalty rate under different conditions. The royalty rate reduces plant value ¢ 
greater percentage as it rises, the lower the price of nickel, so it becomes more 
critical at the lower price ranges. 


Royalty rate 


A decline in the effective royalty rate of 1 percentum point will inerease the 
value of the plant to a private owner at a 74-cent price about $2 million under 
conditions of the next to last line of table I. This compares with potential annual 
royalty payments of— 





Plant Present With new 

addition 
Million pounds delivered- _ - ite pi a3 31 55 
Pittsburgh price/10- ‘ ba $0. 075 $0. 075 
Royalty : = rat ; $2, 325, 000 $4, 125, 000 


The effect of reducing the royalty payment to a more conventional royalty of 
10 percent of ‘‘net smelter return’’ would be difficult to estimate because of the 
unusual metallurgical sequence. Generally net smelter return is half to three- 
fourths of the quoted refined metal quoted market price. This would involve ¢ 
reduction of 2 to 5 percentum points from the 10 percent royalty proposal in 
respect to market price. The effects of such a royalty might be roughly approxi- 
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mated from the table for values halfway between those of the 10- and the 3- 
percent royalty. 

The most important method by which the purchaser of Nicaro can achieve a 
reduction in the effective royalty rate is to reduce the taking of Freeport ore to 
the one-third contractual minimum on the original plant. This would reduce 
the effective royalty rate on ore to the new capacity plus old capacity to as low as 
2 percent, but this reduction would be partly balanced by the slightly higher cost 
of mining the other two-thirds of the ore going to the original capacity plus the ore 
going to the new capacity. This may yield a total effective royalty rate (which 
includes the extra e»s's of delivered Government ore) as high as 3% percent, and 
the gain in sale value of the entire property would be about $12 million, The 
computations in table I were at a royalty rate of 34 percent. The extra mining 
cost was considered to be included in the direct costs for purposes of the table. 

One argument for lowering the royalty rate to 2 percent of the market value of 
contained nickel would be that 2 percent is the alternative average effective 
royalty rate available to the Nicaro plant through use of Government ore. Fur- 
thermore, if the private purchaser were Bethlehem, the owner of the Mayari 
deposit, it could obtain ore from that deposit after the exhaustion of non-Freeport 
local deposits. The extra costs of using Mayari ore may not exceed the equiva- 
lent of a 2-percent royalty (on market value of contained nickel in ore). Freeport 
would then be faced with moving its unused ore about 50 miles to its planned 
Moa Bay plant. This might involve extra costs over its Moa Bay ore of con- 
siderably greater than a 2-percent royalty. There probably would be substantial 
amounts of unused Freeport Levisa ore (say, about 50 million tons) after 1968, the 
last date at which the Nicaro plant is required to take Freeport ore or pay it a 
royalty. The extra cost of using that ore at Moa Bay would probably be equiva- 
lent to about double the royalty income at 10 percent of sales to the Nicaro plant 
of the 5 million tons, or so, that the plant must take or pay royalty on until 1968. 
Thus, Freeport would be much better off if it accepted a 2-percent royalty (of 
market value of nickel contained in the ore) and thereby ensured that its local 
ore was used before the Mayari ore is taken. Such a policy would yield a maxi- 
mum income to themselves from the Levisa ore body after it comes into compe- 
tition with other local ore following 1957-58. It would apparently pay to use 
some Cuban Ore Co. ore within the next 20 years even if Freeport’s local ore were 
made freely available at a 2-percent royalty. 

The history of the present royalty contract is difficult to understand. The 
1942 ore royalty contract clause with the Reconstruction Finance Corporation 
was a conventional business-type arrangement with the royalty dependent upon 
the realization of profits but limited by a maximum rate (of 2.5 cents when the 
Pittsburgh metallic-nickel price was based on 30 cents). Under the 1942 agree- 
ment no royalties were paid because no profits were made. The 1948 royalty 
agreement was quite unconventional; the royalty was to be paid regardless of the 
profitability and at the maximum rate cited in the previous contract (adjusted 
for price escalation). 

It may be noted that under the 1942 royalty arrangement, if it had been esca- 
lated for price increases but still dependent on profitability and if amortization 
were taken at a replacement cost rate, royalties paid would have been about 
$3,500,000 less than the $9,350,000 cost of royalties on $69 million sales during the 
5 years, 1952-56. The effective rate of royalties as a percent of sales would have 
been 8.5 percent instead of 13,6 percent. During the 1943—47 period of operation, 
instead of paying no royalties, $1,600,000 of royalties would have been paid on 
$19,100,000 sales if the 1948 contract had been in effect istead of the 1942 con- 
tract. (To adjust for doubling of prices during the period, these values could be 
doubled.) The potential excess royalties under the 1948 contract would have 
been $5,100,000 (without doubling the hypothetical excess royalties of the 1943-7 
period). 


Life of the property 

Table I shows what a private operator would pay for the privilege of buying the 
property as a going concern and of running it for many years, over several life- 
times of nearly all assets, as long as suitable ore reserves hold out. There are 
enough ore reserves under Government ownership (35 million short tons) for at 
least one lifetime remaining (12 years) of most of the assets when added to the 
minimum ore on which the Government has contracted to pay royalties to Free- 
port. 

After the Government ore reserves are exhausted, the plant would probably 
have to buy ore from the Bethlehem Steel Co.’s Mayari deposit (110 million short 
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tons) or Freeport’s Levisa Bay deposit. There would be enough ore in these 
deposits, assuming fullest economic use of the Government’s deposit until its 
exhaustion, for 50 additional years of operating life at an annual ore-consumption 
rate of slightly over 3 million short tons. That is, there would probably be 
between 45 million and 50 million short tons left in the Freeport deposit if it were 


to supply only one-third or less of the Nicaro plant’s needs until exhaustion of the 
Government deposit. 


Prices 


The most difficult feature to judge perhaps is prospective market prices (in 
constant dollars). There has been a rapid growth in demand for nickel both in 
the United States and in the OEEC nations. There have been expansions of 
capacity in wartime periods, but very little otherwise. Thus, the black-market 
situation has become very intense in the past 20 months as reflected by the high 
price of scrap both in the United States and the United Kingdom. This may be 
partly a result of the customer-rationing policies of the International Nickel Co. 
(which has the full sanction of the U. 8S. Department of Commerce). The refined 
price has risen to 74 cents in December 1956 after being fixed at 64% cents for 2 
years. Substantial increases in other capacities are now underway, much of which 
is based on contractual support by the United States Government. The future 
price will depend greatly upon the policies of the International Nickel Co., the 
United States Department of Commerce, and ODM. Despite generalities period- 
ically restated about their objectives, the explicit policies of these organizations 
may appear both capricious and mysterious to a prospective buyer of the plant. 

Table I covers the recent range of prices, from 50 to 74 cents. It is probably 
true that a free market price today would be somewhat higher. When the new 
capacities come in, however, a free market price might be considerably lower than 
at present. The International Nickel Co. anticipates a 40-percent increase in 
capacity in the next 4 years. That could result in price as low as 55 cents if it 
were all operated fully, the United States Government did not take any, and free 
world demand did not grow faster than it has in the past 6 years. 

One can see in table I that a reduction of price from 74 to 60 cents would lower 
the value of the property (at a 3% percent royalty, 24 cents direct cost, 20 cents 
amortization, 15 percent depletion, and 8 percent capitalization) from $123 million 
to $71 million. 


Direct costs 


Direct costs could vary from the latest values reported for four classes of rea- 
sons: lower costs of operation of the total plant with the additional new plant 
sapacity, improvements in productivity and procedure, slightly higher operating 
costs of mining ore from Government deposits, and increased relative prices of 
raw materials and labor. It is likely thet the first two would lead to lower costs 
and the second pair, to higher. 

Unfortunately, GSA does not yet appear to have an engineering estimate of 
what costs would be when the new plant is added on stream. (According to good 
business practice, such an estimate would have been required before the plant 
design was accepted, but apparently the urgency felt for expansion precluded this 
refinement.) A GSA accountant, however, felt that total costs would be only 
50 percent greater than before, although output was increased 75 percent. It is 
agreed by several Bureau of Mines personnel that such an expectation would be 
reasonable on general grounds of plant expansion experience (without examining 
the plans in detail). Actual costs will be known in a few months after new capacity 
has been thoroughly integrated. 

The promise of lower costs through technological progress seems dim, but it is 
conceivable that recovery of cobalt and of much more nickel may be worked out. 
within the next decade. 

Prices of raw materials may not rise significantly if the effective price level can 
be kept stable. This practically requires that the United States price level be 
kept fairly stable—as the annual average wholesale price has in effect been over 
the last 5 years. 

Real wage rates are bound to rise, however, because the real income per capita 
has grown in Cuba at the same rate as that of the United States. 

The management fee was considered in table I as an operating cost designed 
to cover salaries of administrative and executive personnel in addition to certain 
supplies and contract services. This convention was adopted despite the fact 
that the fee was directly contingent only on price, and probably would include an 
element of profit for a prospective buyer who carried out his own management. 
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Amortization 


The amortization-cost allocation is a very important part of total costs and 
would be especially important to a private buyer. Unfortunately, the current 
rate of amortization being taken by GSA appears to be greatly different from 
what might be utilized by a private purchaser. 

The first period of operation of the plant, 1943-47, was carried out without 
counting any amortization costs. From 1952 to the present during the present 
era of operation, amortization charges have been computed on all fixed assets 
valued at original costs and amortized on a straight-line basis over 17 years, the 
period over which Freeport was required to make ore available. GSA is now con- 
templating charging groups of assets of different average length of life at the rate 
appropriate to their expected life and to charge the groups of longest life at up to 
17 years from now because of new availability of other ore sources. GSA had not 
yet completed its estimate of how this change would affect the total amortization 
charge, but the effect may not be very great because most of the assets are rather 
long-lived. The effect of present rates is to yield a unit cost of about 10 cents a 
pound of nickel produced. Extension of the system to the new plant would yield 
a slightly higher rate. 

If the plant were to be considered as a going concern and its parts were to be 
replaced as they became economically obsolete or worn out, it is most likely that 
a private owner would compute amortization on replacement cost over the ex- 
pected life of each asset group. This procedure would just about double the 
present amortization rate, from 10 to 20 cents a pound of nickel produced. The 
rate would be about 18 cents if the new plant were also counted, and would be 12 
cents if the new plant were counted at the present GSA rate. The computations 
in table I were carried out for 10 and 20 cents. This author considers 20 cents to 
be far more realistic. 


Depletion allowances 


The depletion allowances granted a United States company purchasing the 
plant would play a large part in reducing the effects of income taxes and could 
greatly enhance the value of the property. The depletion rate to be allowed on 
foreign nickel operations would be 15 percent. 

Two other factors must be established in determining the depletion allowance, 
however, the cutoff point and the gross value of the material at that point. These 
are often vexatious issues in depletion computations where the rule determining 
the cutoff point location is ‘where concentration stops.” This is a metallurigical 
fact, but is especially difficult to establish at Nicaro because of the unconventional 
processing used. The Internal Revenue Service has had one of its staff mining 
engineers examine the property. He admitted tentatively that it was conceivable 
that processing of the material up to the stage of nickel oxide might be allowed 
within the cutoff. The other extreme would be merely to where the ore has been 
dried, because the initial treatment is in a type of furnace which is usually utilized 
for roasting, which operation is conventionally regarded as a postconcentration 
stage. 

For purposes of illustration, slightly more extreme rates of depletion allowance 
were considered in table I, a 15-percent allowance on the Port Colborne price, 
and a zero allowance. The lower allowance yields a plant valuation of about 
30 percent lower at a price of 74 cents. 

It would not be necessary for a private purchaser to buy the mine in order to 
receive percentage depletion credits. Such a purchaser would receive percentage 
depletion on the value of the metallic material at the cutoff point minus what he 
paid for ore (including royalty payments). 


Capitalization 


Once the average expected stream of profits after taxes is computed, the next 
step is to estimate the value of the assets, which produce the profit stream, to a 
prospective buyer. Over recent years it has been customary for United States 
corporations in primary iron and steel and primary nonferrous-metals industries 
to earn about 12 percent on their equity. Their equity-liability structures tend 
to follow a common pattern, so this earnings ratio is also 8 percent of total assets. 
Most of table I is computed on this basis (that is, net profits after taxes per pound 
were multiplied by 55 million pounds, the prospective new capacity, and 12.5, the 
inverse of 8 percent). This tends to provide a picture of the valuation of a going 
concern in primary metals. 

There are many aspects of the Nicaro operation which might tend to cause 
potential buyers to view it as more speculative than an average going concern in 
primary metals. The big, new 75 percent expansion will not be thoroughly 
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integrated for a few more months; other factors have already been emphasized. 
To represent this speculative element on table I, 2 lines are included at the bottom, 
using a 10-percent factor for capitalizing earnings (at a price of 74 and 60 cents, 
direct costs of 24 cents, amortization of 20 cents, depletion of 15 percent, and the 
3 royalty rates). These yield-plant values 20 percent below the 8-percent 
capitalization rates. 

These last values may give the most realistic ranges of values of the plant to 
prospective buyers. That is, with an effective royalty of 344 percent and prices 
of 74 and 60 cents, the value of the property would fall between $98 and $57 
millions, respectively. The upper value is very close to the value to the Govern- 
ment of the depreciated assets at reproduction cost. 

Other different rates of capitalization of the prospective stream of profits by a 
buyer may be shown readily from table I by multiplying the tabular values by an 
appropriate constant. The capitalization rate used in most of the table was 8 


percent of all assets (or 12 percent on equity) as the ratio which profits after 
taxes must hold. 


Estimation procedure for table I 


The plant values in table I are multiples of income after taxes, where the 
multipliers are the (inverse of the) capitalization rates. The estimation of income 
after taxes is based upon representative values of summary cost categories for 
one rate of output, 55 million pounds per year, the hypothetical output when the 
new plant is completed. For purposes of comparison with current output (31 
million pounds), costs and returns are in terms of cents per pound of metal 
produced. 

The minimum cost elements necessary for estimating Nicaro situations are 
listed in the following table where an example is cited for the last category, 
“Income after taxes.” 


Unit Cost Variation 
Ds 35 ON MMI soo ost ede eee Given at 28 or 24 cents per pound. 
2. Amortization dh lin esol ct aces, etait Given at 10 or 20 cents per pound. 
CR ep menor eagle =e 100 percent of price. 
SR ee SE 3 percent of price. 


5. Royalty - - - -- .....-...... 10 percent of price. 
314 percent of price. 
0 percent of price. 
Percentage depletion ___-_-.___----- 15 percent of (price minus royalty). 
ANNE SUMED so ws wb ws sani sto neo (3) minus the sum of (1), (2), (4), (5), 
and (6). 
G.. ON Sn ge pes ee 4 of (7). 
9. Jneome armer tenes... oe (3) minus the sum of (1), (2), (4), (5), 
and (8). 


1m 


APPENDIX 
Expected profits 

There are several rules-of-thumb which indicate the profits-after-taxes ratio 
which business expects to realize. Four ratios stand out, however, as most 
important. These ratios consist of profits-after-taxes divided by: equity, total 
assets, net fixed assets, and sales. 

The ratios are listed in order of increasing variability among industrial indus- 
tries, the ratios of profits-after-taxes to equity and to total assets being most 
similar among different industries. The four ratios are examined here for major 
groups of metals industries in the postwar period and are presented in table II. 

Table II shows the average values of the ratios over the consistently reported 
postwar periods. It is believed that lines 1 and 3 are the most comparable and 
representative of business outlooks. These lines represent the experience of all 
corporations, whether or not making profits, and a correction is introduced into 
metal mining net income after taxes to make the data more like the usual account- 
ing definitions of income and more like that for primary metal industries. There 
is some merit in considering lines 4 and 6 because new operations are essentially 
competitive as investments with other firms making profits rather than with all 
firms (acquisition for tax purposes of loss-producing properties is ignored here). 

The Statistics of Income published annually by the Internal Revenue Service 
for all corporations provides the most comprehensive source of data for judging the 
profits expected by businesses on the basis of their experience. Unfortunately, 
the latest data published in detail are for 1953. The four ratios or profits (after 
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taxes) to other variables have been examined for the period 1948—52 for all metals 
mining and metallurgical corporations (submitting balance sheets—which group 
comprises 99 percent of the total in value terms) and for all metals corporations 
making profits after taxes. Comparisons were made for all metal mining and for 
all primary metal smelting and refining. (There was almost no difference between 
all metal refining and those making profits over this period.) 


TABLE II.—Average ratios of net profit after taxes 
INTERNAL REVENUE SERVICE DATA 1948-52, ALL CORPORATIONS WITH BALANCE 

















SHEETS 
| Ratio to— 
| | 
Equity Total | Netfixed| Sales 
| | assets assets 
| 
Ir lates | 11.1 | 7.4 17.5 5.5 
ET re @ < bulk deur ceestanscdenessesctehaddsebiundud 9.0 6.9 18.7 11.5 
CR ae me ene ee ene a nae 12.3 9.4 25. 6 15.7 
| 
CORPORATIONS WITH BALANCE SHEETS AND POSITIVE NET PROFITS 
AN einstein sassalan lebvnt blah cwahtainie'n ic etivicentnceia 11.5 7.7 18. 6 5.7 
i in tt ian nesisiiminian a a ak ae 11.0 8.5 27.0 13. 2 
Gee Se, WIIG og a eS ei eta daccnatounteate 14.6 11.5 35. 8 17.5 
| { 
FTC-SEC QUARTERLY DATA 1947-56 
a i - 
7. Primary iron and steel x 4._... dca a iastsaatudsutieaea dae 12.4 8.4 | 18.8 6.6 
ge a ea et ae ee a re 13. 6 22.8 | 10.0 8.4 











1 Adjusted (by adding half of depletion allowance). 


The data were extended to 1956 for metal-refining industries by means of 
published data collected for all iron and steel and for nonferrous primary metals 
corporations by the Federal Trade Commission and the Securities and Exchange 
Commission. The year-to-year behavior of ratios was substantially the same 
but the levels were different for several reasons. The FTC data are classified 
by industry by that agency from product data. Their experience is that 10 to 
15 percent of self-classified firms (as in Statistics of Income) are in the wrong 
industry. The FTC data are based on complete consolidation of related corpo- 
rations which degree of consolidation is considerably different from that. reported 
for income taxes. This feature also changes industry classification. The simi- 
larity of annual fluctuations between each series and the stability of the average 
ratio values over the entire postwar period, 1946-56, in the FTC data indicate 
that the values obtained from income-tax data are also stable over the entire 
period. The shorter series were used because they included metal mining. (The 
FTC data just include manufacturing industries.) 


PART II. MINING ROYALTY DATA 


Mining royalties are payments made to the owners of ore bodies for the privilege 
of extracting and selling their ore. The royalty payments generally take one of 
the following forms, although a given lease may combine more than one of these 
arrangements: 

1. A fixed sum per ton of ore, either sold or mined. 

2. A fixed percentage of the value per ton of ore sold (net smelter returns). 
Often the percentage will be established on a sliding scale, increasing with 
the grade of ore. 

3. A fixed percentage of net profits, often only applicable after the lessee 
has entirely recovered his sunk costs. 

The amount of royalty is widely variable; the major factors being grade of 
ore, cost of mining, and relative bargaining power of the owner and the lessee. 
Three kinds of source material are available on actual royalty arrangements. 
First, there are public records of leases involving State-owned resources. Second, 
there are leases which are filed with the United States Government because of 
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participation in DMEA programs. Third, there are reports in the publications 
about the mining industry. Each of these sources have specific limitations which 
must be fully acknowledged. Leases on Government-owned resources are usually 
issued in accordance with published regulations which may or may not reflect 
actual business practice. Subsidy elements might be present, and governments, 
in any case, are not primarily driven by the profit motive. Leases on file at 
DMEA usually will cover new, not fully explored ore hodies, perhaps marginal 
in character. This is true because of the nature of the DMEA program. The 
leases carried in the mining press are likely to be unusual, or nonrepresentative, 
or else they would not be minutely examined. However, even taking into account 
these peculiarities of the source material, general conclusions can be drawn as 


to usual royalty arrangements for various mineral commodities throughout the 
world. 


United States Government leases 


The United States issues leases for mineral development on public lands (non- 
mining law, minerals only) acquired lands, and Indian reservations. Such leases 
are issued under regulations promulgated by the Department of the Interior. 

1. Bureau of Land Management: Royalty rates are not established by law for 
nonfuel minerals. Proposed rates for a nickel-copper deposit in Minnesota now 
under discussion increase with the years the lease would have to run, starting at 
4 percent and reaching 10 percent after 25 years of the value of copper and nickel, 
such value to be estimated at one-third of the market price of the finished metal 
recovered. 

2. Bureau of Indian Affairs: Leases generally at 10 percent of net smelter 
returns, but can be either higher or lower, depending on grade of ore and costs of 
mining. Uranium on a sliding scale of 12 to 25 percent, depending on grade. 


British Empire leasing 


In 1936, the Imperial Institute surveyed mining royalties and rents in the 
British Empire. Although the data is 20 years or more old, this study represents 
the most comprehensive examination of royalties existent in the literature. 

Throughout the British Empire, with the exception of the United Kingdom, 
mineral rights are owned by the state. The royalty data, therefore, will be sub- 
ject to the same reservations as those applied to the United States Government 
leases. 

Table III presents some selected royalty data on base metals and their ores 
from this source document. Ferrous ores range from 1 percent ad valorem up- 
ward to at least 12'4 percent ad valorem—some fixed per ton rates could go higher. 


Base metal ores exhibit a similar range, but seem to be uniformly higher, colony 
by colony. 


TaBLe II].— Mining royalties and rents in the British Empire, base metals and their 
ores 


EUROPE 
United Kingdom: 
Copper ore: One-thirtieth to one-twentieth of value 
Lead ore: One-eighth to one-twentieth of value or on sliding scale 
Tin ore: One-twentieth to one-fortieth of selling price 
Zine ore: One-thirty-fifth of value or on a sliding scale 


: AFRICA 
Union of South Africa: 


2s. 6d. in the English pound on profits, less allowances 


( 
‘anada . 


Nova Scotia: 
Copper: 4 cents per ton for each 1 percent of copper content of the ore 
Lead: 2 cents per ton for each 1 percent of lead content of the ore 
Zinc: 2 cents per ton for each 1 percent of zine content of the ore 
Tin and other base metals: 5 percent ad valorem 

Quebec: 
3 percent upward of profits exceeding $10,000 per annum, less deductions; 

trebled in case of minerals removed outside the province for treatment 
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Ontario, Manitoba, Saskatchewan, Alberta, and Yukon: 
3 percent upward of profits exceeding $10,000 per annum, less deductions 
British Columbia (excluding part of Vancouver Island): 
2 percent ad valorem on outputs exceeding $5,000 in value per annum 
Northwest Territories: 
3 percent an of profits exceeding $10,000 per annum, less deduc- 
tions. inerals obtained by dredging pay 2% percent ad valorem 


ASIA 
India: 
Alway, Bharatpur and Jaipur: 

Copper, tin, lead, zinc, aluminum, and mercury ores: 734 percent of the 
— or 5 percent of the gross value, at the option of the local govern- 
ment. 

Hyderabad-Deccan: 

Copper, tin, lead, zinc, bismuth, mercury, and aluminum: 2! percent 
of the sale value at the pit’s mouth. 

Other base metals: 5 percent of the sale value at the pit’s mouth. 

Mysore: 

Five percent of the sale value, convertible at the option of the Govern- 

ment to a fixed charge per ton; minima for the latter are fixed. 
Pudukkottai, Cochin, Travancore: 

Copper, tin, lead, and other base metals: 24 percent of the sale value at 

the pit’s mouth. 


DMEA lease information 

Some 25 leases in the DMEA files were examined for royalty data. These 
leases covered a wide range of minerals. Table IV summarizes selected cobalt. 
nickel and manganese, and other leases. Since Mr. Gardner stated the lead-zine 
mines were probably the most comparable for our purposes, some leases for these 
minerals are discussed below. 

DMEA 81, signed July 10, 1948: Royalty 10 percent net value of all ore mined, 
removed and marketed. Net value defined ‘‘gross smelter value of each lot of 
ore shipped to smelter less smelter treatment, assay and sampling charges and 
less all haulage and freight charges from mine to smelter. * * *” 

Royalties apply to purchase price. 

DMEA 110, signed February 2, 1951: 10 percent royalty on net mill or smelter 
returns. Net smelter returns are ‘‘net amount received from smelter in payment 
for direct smelting ores less cost of transportation from mine to smelter.”’ Net 
mill returns are ‘‘net amount of value of all ore concentrated on lessee’s mill based 
upon ore purchase schedule”’ (attached to lease). 

A minimum royalty is provided. 

DMEA 81, signed May 26, 1949 (a further lease): Royalty on sliding scale: 

Concentrates: 744 percent of net smelter returns. 

Crude ores: 

Less than $25 per ton: 10 percent of net smelter returns. 
$25.01 to $50 per ton: 12% percent of net smelter returns. 
Over $50.01 per ton: 15 percent of net smelter returns. 

Net smelter returns defined as ‘‘amount by lot paid by the smelter or 
other purchaser after all deductions for smelting and/or ore treatment charges, 
sampling, assaying, and freight and truck haulage costs. * * *” 

DMEA 234, signed May 1, 1948: Royalty on sliding scale, based upon net 
smelter returns: 

For lead-zine: 

Value of ore $1 to $10: 744 percent. 
Value of ore $10 to $15: 10 percent. 
Value of ore $15 to $20: 12% percent. 
Value of ore $20 to $30: 15 percent. 

All other mineral ores: 15 percent. 

DMEA 255, signed February 30, 1926: A 50-year lease. Royalty was 15 percent 
of gross proceeds, changed to 5 percent in 1936. 

DMEA 270, signed January 23, 1951: Has minimum production requirement. 
Royalty 10 percent of thirteen and four tenths of all ore mined, based on net 
smelter returns. 


Published data—Private leasing 
The Engineering and Mining Journal for 1956 was examined, with the following 


results: 
October 1956, page 73: South American Gold & Platinum develop Bolivian 
gold fields—25-year contract—sliding scale royalties “reaching to 30 percent for 
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ore mined during last 15 years containing better than 1,000 milligrams gold per 
cubic yard.” 

October 1956, page 158: Uranium Discovery & Development Co. and Uranium 
Mines, Inc., acquired a joint 20 percent gross royalty on the mine proceeds from 
106 of 162 lode claims which comprise the Ransom Bros. uranium mine in Cotton- 
wash Area, Utah. Contracts provide for end price of $402,500 payable on an 
option basis over 3-year period. 

September 1956, page 148: Surcease Mining Co., Atolia, San Bernardino, 
Calif., leases to about 70 men, milling the tungsten ore in return for 50-50 split of 
gross profit. 

August 1956, page 1932: Louis B. Mayer & Clarence Brown leased 61 uranium 
claims in Coyote Creek area west of Ojai, Ventura County, Calif., from several 
— Leases are for 40 years and pay an average 10 percent royalty on gross 
sales. 

April 1956, page 186: Potash Company of America leased from Saskatchewan 
100,000 acres for 10 years at $10,000 per annum for developing magnesium in- 
dustry. No fixed rate of royalty on magnesium, though any potash produced as a 
coproduct will be subject to existing royalty rates. 


TasBLe 1V.—Royalties on DMEA Leases 





Docket Royalty rate Mineral 
No. 
Net returns: 

Fixed percent................. eb SO I rik snc tnitatide. Cobalt-nickel. 
OO Re se Peres Do. 
he dein ceniionmcmadinia Manganese. 
SOF | ie Ud cen ni ccc vngsiguanenate Do. 

2299 | 25 percent.__....-- hii iid = chiens Manganese in kind. 

Changing percent-__........_-- 2638 | 10 to 30 percent._._................| Other. 

2638 | 12% to 17% percent__.._.._...___-- Manganese. 
3162 | 10 to 20 percent...................- Other. 
a a ae - ak: eae ...-| Mica, ete. 
3407 | 10 percent._________- re nbsnaneiee Chromium. 
Ree) SOO Oe asks i ckccosnascen Do. 
SENG Tt BP Nake ence neticdccuseud Manganese. 
SOE ee insti dane oan mains Do. 
Set SP riiitigenncacccasaeeedaen Do. 
Fixed-unit weight................. 1264 | $20 per short ton.-......-...-.-.-- Nickel. 
1264 | $1 per short ton_.._.__---- ....----| Chrome, 
1264 | 20 cents per short ton_.............| Olivine. 
3407 | $1 per long ton of p. $20...--..---- Chromium. 
1902 | 4 cents per dry short ton unit--_--_- Mn0:. 
3162 | $1 per dry long ton:_..-.........-- Manganese ore. 
2299 | 7 cents per ton.................... Do. 





Paut W. McGann. 





Exurisit 6B 
Apri 30, 1958. 
Memorandum to: Paul Zinner, assistant director, programs. 
From: Paul W. McGann, chief economist. 
Subject: Revision of Nicaro memorandum of April 22, 1957. 


There is attached a revision of table I of my memorandum to you of April 22, 
1957, which showed how much the Nicaro nickel plant would be worth to a pros- 
pective private purchaser under different conditions. The revision arises from 
changes in some of the assumptions upon which the previous table was based, in 
order to come into closer accord with present experience. Furthermore, a slightly 
more complicated estimation procedure was followed which more closely follows 
the actual tax computations a prospective buyer would make. This is illustrated 
by the three supporting worksheets. The assessment of variation of the six 
variables which was made in the previous memorandum still stands. 

The present assumptions are as follows: 

1. Royalty rates as a percent of nickel price are 11.5, 6, and 3 percent. 

2. Nickel prices used here are 74, 65, and 80 cents. 

3. Direct costs are 39.5 cents per pound of nickel recovered. 

4. Amortization rates are 7 and 14 cents per pound of nickel recovered. 

5. Effective percentage depletion rates are 10 and 15 percent of net sales (of 
mostly nickel oxide) minus royalties. 

6. Amortization rates are 8 and 10 percent of total assets (as before). 
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The royalty rates represent, respectively, the present effective Freeport rate 
(as a percent of nickel recovered—not contained) ; what would be the comparable 
rate if the Bethlehem price were met by an adjustment in the Freeport royalty 
rate; and what a likely amortization of purchase price would be as a result of 
condemnation sales of either Freeport or Bethlehem ores. 

The nickel prices reflect what may be the most likely averages over the next 
20 years. 

The direct costs are those realized in recent months, and closely approximate 
total nonamortization costs of recent years when adjusted for price level changes. 

The amortization rates are, respectively, those realized in GSA accounting 
recently and the amortization rate which would be more likely to be considered 
appropriate by a private operator on a replacement cost basis. 

The effective percentage depletion rate is taken on the actual maximum 
mineral revenue base (net sales minus royalties) at 15 percent, the maximum rate, 
and at an effective 10 percent as an optimistic reasonable intermediate effective 
rate in the sense that the 15 percent rate might be applied approximately two- 
thirds of the way through the processing steps to be comparable with copper, 
lead, and zinc. 

The amortization 1ates were the same as before, 8 and 10 percent of total 
assets, representing, respectively, average primary metal manufacturing experi- 
ence and a slightly higher discount rate for overseas operations. The April 22, 
1957, memorandum explains why this particular type of capitalization rate was 
chosen. 

The major element of difference between this revision and the earlier memoran- 
dum results lies in the generally higher direct costs chosen here. This yields 
a higher price at which zero profits after amortization is found and thus con- 
siderably lowers value of the property at nickel prices below 74 cents. 

The amortization costs are somewhat lower than used before and tend to 
mitigate the effects of the higher direct costs. In fact, for one combination of 
previous direct and amortization costs, the present total of direct and amortiza- 
tion costs is not greatly different, and actually overlaps slightly, namely, compar- 
ing the previous 28 plus 20 cents with the present 39.5 plus 7 cents, and in this 
case the major difference arises from utilizing a more complicated (and realistic) 
estimating procedure. 


Paut W. McGann. 


Nicaro—Revised set of value of total assets under alternative assumptions when 
direct costs are 39.5 cents/pound of nickel 


Royalty rates (as percent of nickel price) -.........-...-...--------- 3 | 6 11.5 


ia ica ia 


| Cents/pound of nickel | At capitalization of 8 percent of total 
Effective depletion rate assets (million dollars) 
(percent of net sales) 
| Price Amortiza- 
| tion 


‘4 | 
epepeinteienmenmannstiniaitiien ene leita a) ee | 
ABO se ee 74 | 124. § 11 | 91 


7 9 0.0 6 
Mg ncmceti ana ananocesnn ns ekb nS Ikuelag ht teenioka 14 35.8 75.5 52.9 
ei datacensacscnedecs 65 7 77.3 66. 5 43. 4 
Wi cnn cwnnennlds iskubshnanehppy=cemke syst yglad nodes 14 | 41.2 20.9 | 4.5 
_ OTS 80 7 149.6 132.3 | 112.3 
BD Ss sanct Bin Fe) pienso sad-senadarennramianttesieei cand 14 | 110.8 102. 5 | 2. 5 


| At eapitalizat vation of 10 percent of total 
assets (million dollars) 











| 
| | Pte 
Serliolk wisissin. spss al ees 74 7 | 100.0 | 88.0 73.3 
ee BAivites ated GtRCris etd 14 | 68.7 | as 2.3 
eee Ae ek eee 65 7 61.9 32 | 34.7 
ps aa Tie area dso it pa eee Me 14 | 33.0 16.7 | 3.6 
DRvnensnnanocpginnliddibiiate bidldvdnhisgiben 80 7 | 112. 5 105 8 | 89. 8 
Bene tite ee re ae a ae 14 88 7 | 2.0 | 66.0 
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ExuHisit 7 


Type on Freeport Sulphur Co. letterhead] 
me ; 7 JuLy 3, 1957. 
Hon. FrRANKuIN G. FLOETE, 
Administrator, General Services Administration, 
Washington, D. C. 


Dear Mr. Fioete: I have received you letter of June 21, 1957, in which you 
reply to my letters of January 30 and February 8, 1957. When we last discussed 
this subject together you told me you recognized that I was convinced that the 
proposal I made to you in our meetings at the end of January and set forth in 
my letter of January 30 was fair and reasonable but that you, not having spent 
all your life in the mining business, did not know of your own knowledge whether 
it was or not. You told me accordingly that you proposed to have an objective 
study made for the purpose of ascertaining whether the new rate of payment which 
I proposed for the ore taken by you from our property was fair and reasonable, 
and that if you could be satisfied that this was a fair rate you would have no 
problem in accepting it. 

I have been looking forward to receiving your reply, hoping that, in the time 
that has intervened between the 30th of January and the present, a careful study 
would have convinced you of the fairness of my proposal or, in the alternative, 
you would have facts, precedent or custom to support a contrary conclusion. I 
am extremely sorry to have to tell you after reading your letter of June 21 that 
it is apparent that you have been furnished information which is incorrect in 
certain instances and seriously misleading in others. Moreover, a number of the 
statements made in your letter are totally unsupported. In this connection I 
must take the liberty of pointing out to you that in my letter of February 8, 1957, 
I referred to the terms of various sulfur leases made by Freeport all of which terms 
could have been verified from our records, most of them from public records. I 
referred also to Federal regulations with regard to oil royalties which could 
readily have been verified. 

When I referred to contracts made by various mining companies, these were 
all matters which readily could have been verified from published reports, and I 
gave you the references to two of such reports. In your letter, on the contrary, 
you merely say ‘‘We have found” without giving the source; ‘‘We are informed” 
without giving the basis of your information; and “It is our understanding” 
without giving the ground for such understanding. I therefore must tell you 
with all respect that your letter is completely unpersuasive, and, in fact, your 
failure to produce persuasive facts or arguments only confirms me in my previous 
conviction that any fair-minded man of experience in mining matters would know 
that the proposal I made to you was an extremely fair and reasonable one. Fur- 
thermore, much as I dislike a continuation of this long drawn out controversy 
with your agency I cannot, for the record, leave unchallenged the inaccurate and 
misleading statements in your letter and therefore must comment on them in detail. 

Your letter states that the royalties which we have received are three times the 
net profit received by the Government, but you furnish no supporting data for 
this statement. Indeed, you have not even furnished the basis on which your 
calculations have been made; and such information as is available to us compels 
the conclusion that the calculations are not correct. For example, the GSA report 
on Nicaro made in August 1953 indicated that you were transferring the finished 
product to the Government stockpile at a price of 41.5 cents per pound, while 
at the same time you were making sales to private industry at prices which ranged 
from 50.75 cents to 61.75 cents per pound. During the same period, as we all 
know, nickel sold in the world markets at prices very substantially higher than 
any of these prices. Your own recent statement (dated May 21, 1957) before the 
Joint Committee on Defense Production indicates that during the period 1952-56 
sales to the stockpile were made at production costs which, including amortiza- 
tion, represented an average price of 45.3 cents per pound while sales to industry 
were made at prices averaging 57.8 cents per pound. In view of these published 
statements, I must assume that your statement regarding the net profit received 
by the Government was arrived at by pricing that portion of the total product 
which went to the stockpile on the basis of cost of production rather than upon 
market value. I would not consider it proper for the Government, for reasons 
of its own, to calculate the income of a substantial part of this operation in such 
an unreal and arbitrary manner, and then to use this peculiar method of account- 
ing as a reason why we should reduce the payment provided in the contract, 
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It appears obvious that if all sales for the period 1952-56 had been made at the 
average industry sales price of 57.8 cents, net profits would have been substan- 
tially higher, with the result that payments made to us would have represented 
a much smaller percentage of profit than the 73 percent claimed by you. 

Furthermore, I cannot reconcile your claim of hardship with the testimony 
which you gave before the joint committee on May 28 of this year, at which time 
you said: 

“Mr. Fioere. Sir, that matter will be finally determined, we hope, sometime 
this summer. We just extended the present operating contract until the 3lst. 
The plant is operating at a substantial profit right now. The first 3 months of 
this year they made approximately 27 percent on sales, after a very substantial 
charge for depreciation. It is a successfully operating plant.”’ 

Using you statement as a base, our calculations would indicate that the ore 
payments during the first 3 months of this year amounted to 29 percent of your 
net profits as against the 73 percent stated in your letter. I call your attention, 
moreover, to the fact that this result was achieved before the effects of the recent 
plant expansion had begun to be felt. Obviously, the percentage of net profits 
represented by the ore payment will be even less when the full impact of that ex- 
pansion is reflected in your costs. 

The same considerations apply to your statement that if the Nicaro plant had 
been subject to usual taxation the operation would have shown a loss. Here 
again you furnish no supporting data, nor do you furnish any indication of the 
kinds of taxes to which you are referring or the amounts of such taxes. The most 
significant Cuban taxes are the profits taxes, but since these are based only upon 
profits they cannot have the effect of turning an operating profit into a loss 

I know of no basis for your statement that the royalty rates in the mining 
industry are generally computed as a percentage of the net profit expected from 
mining and processing ore. Likewise I cannot accept your statement that the 
percentage is generally in the range of 10 to 15 percent, since we know of no basis 
for any such statement. You furnish no data at all in support of these statements. 
We have been able to find a few cases in which a royalty has been based upon a 
percentage of net profits, but in all of these cases the royalty has been considerably 
higher than the percentage expressed in your letter. I have pointed out to you 
that in the sulfur industry we ourselves have made a number of contracts provid- 
ing for a payment equivalent to 50 percent of the net profits. I particularly 
pointed out that under the agreement which we made with Humble Oil & Refining 
Co. last year with regard to a property 6 miles out at sea and involving the most 
extraordinary hazards, Freeport agreed not only to assume the payment of a 
basic royalty of $3.03 per ton to the Federal Government—which royalty alone 
amounted to substantially more than 10 percent of the gross value of the product— 
but in addition to pay Humble 50 percent of the net profits derived from the oper- 
ation. 

Immediately following your statement regarding net profits you proceed to 
state that the leases on Indian lands in Oklahoma provide for ‘‘a royalty of 10 
percent of the net received from the products sold,” and you refer to lead and 
zine concentrates. Obviously your letter was intended to convey the impression 
that these leases provide for a royalty of 10 percent of the net profits, because it 
was net profits to which your letter had just referred. It is apparent that you 
have been misled in this matter. If you will refer to section 186.15 of title 25 of 
the Code of Federal Regulations, you will find that the provisions relating to the 
leasing of Indian tribal lands for lead and zine provide for a royalty of not less than 
10 percent to be computed on the value of ores and concentrates as shown by reduc- 
tion returns (that is, smelter returns) after deducting freight charges to the point 
of sale. Section 183.23 of title 25, relating to lands of members of the Five 
Civilized Tribes, Oklahoma, contains identical provisions. In other words, these 
regulations provide for a royalty of not less than 10 percent of the net proceeds, 
and not 10 percent of the net profits. It is altogether misleading to suggest that a 
royalty of 10 percent of the proceeds is the same thing as a royalty of 10 percent 
of the profits. 

You assert that the State of Minnesota owns the fee of the mineral iron ore 
lands in the iron range of that State and that the average royalty collected for a 
wet long ton from 1942-56 ranges from 37 to 40 cents. It appears to us that 
you have been misinformed as to the extent to which the State of Minnesota 
owns the mineral fee on iron ore lands in that State. It is our information that 
the State owns only a small part of the total mineral fee. Moreover, I think 
you will also find that you have been misinformed as to the average amount of 
royalty charged in cases where royalty is payable. From data published on 
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page 271 in the Mining Directory of Minnesota, issue of 1956, it would appear 
that what your informant has done is to assume that royalty was paid on all of the 
ore mined in Minnesota, disregarding the fact that a significant part of the ore 
mined is owned by the party who mines it and does not bear any royalty at all. 
If A takes ore from a property leased under an arrangement providing for a royalty 
of $1 per ton, and B and C each take similar tonnages from their own properties 
and pay no royalty, the average royalty paid is obviously $1 per ton and not 
33 cents. 

Many of the iron ore leases now outstanding in Minnesota were negotiated 
many decades ago at rates as low as 25 cents a ton at a time when there was no 
shortage of this material, when its price was very low, and when no consideration 
was given to escalation. The royalty rates contained in these long-term leases 
have no relation to the situation which now exists and has in fact existed for the 
past several years. Minnesota law H. F. 1542 of 1951 prescribing the form and 
provisions of iron ore mining leases (whether new leases or renewals of old leases) 
provides that leases shall be awarded on public bidding; that minimum accept- 
able royalties for schedules 1, 2, and 3 open pit ores shall be 63 cents, 74 cents, 
and 86 cents respectively per wet long ton, and that these minimums shall be 
subject to escalation based on lower lake market value. As of January 1957, the 
minimum royalties for schedules 1, 2, and 3 iron ore had been increased through 
escalation to 87 cents, $1.02, and $1.18 respectively per wet long ton. As you 
will see, these amounts—which represent the minimum to be paid on open com- 
petitive bidding—are very substantially different from the amounts which were 
quoted in your letter. 

As an indication of the true current situation applicable to iron ore royalties 
on State of Minnesota leases, we cite the following examples: 


Current 
Successful bidder Prospect Date of bid Type of Royalty royalty as 
ore per ton result of 
escalation 
1. Pacific Isle Mining Co______- Mesabi Moun- 1949 Schedule 1 $2. 42 $3. 34 
tain. Schedule 2 2.18 3.02 
Schedule3 1. 86 2. 57 
2. Haley Young Mining Co...’ Mississippi No. | Aug. 13,1951 | Schedule2 2. 35 3. 24 
1. 
3. Rhude & Fryberger_........- Mississippi No. |.....do_.....__]__- Gwen 2. 62 3. 61 
2. 


The above royalties, which are many times the iron ore royalties cited in your 
letter, are paid on a product which at the present time sells in the market (f. o. b. 
mines) for approximately $7.50 per ton. 

Your letter makes reference to the very large investment of the Government in 
the plant at Nicaro, and you follow some paragraphs later with the statement that 
it must be remembered that it was this investment by the Government which 
gave value to the ores at Nicaro. I must respectfully disagree. It was not the 
investment of the Government which gave value to these ores; it was the work 
done by us which led to that investment. The deposit had been known but 
undeveloped for decades. It was not until our company developed and patented 
the process now in use in the plant that the investment became warranted. 

You do not attempt to refute or disagree with the many examples that I went 
to great trouble to present in support of my opinion that the 10 percent rate I 
proposed was fair and reasonable. I stated in our previous letter that we know 
of no territory in the United States that can be leased for oil on even a wildcat 
basis for less than 12% percent of the gross. I pointed out the fact that Congress 
itself has set 124% percent as a minimum royalty for oil leases on the Outer Conti- 
nental Shelf. This figure of 12\4 percent applying to oil and gas and stipulated by 
the Federal Government is for minerals by no means so scarce as nickel but the 
important thing is that it is the royalty for leases on totally unexplored and 
unproven prospects located in extremely hazardous areas and involving very 
substantial capital expenditures. 

I do not agree with your position with respect to natural gas, but there : re too 
many other examples that have been given and that can be given to make it 
necessary to argue this point at too great length. What is quite astonishing, 
however, is your statement in which, after saying that ‘“‘natural gas needs no 
expensive processing but is ready for the consumer when it leaves the ground,”’ 
you go on to say that “the same to a large extent is true of sulfur.”’ I take it 
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that you are saying that the royalty rates on sulfur properties are of no signifi- 
cance as analogies in our discussion of a fair rate of payment for nickel, on the 
theory that sulfur can be sold in the form in which it leaves the ground whereas a 
large installation has to be provided for the treatment of nickel ores. In so 
saying, you completely ignore the enormous investment required in the form of 
large plant installations to produce the sulfur. I pointed out to you in my letter 
of February 8, that we had recently made an arrangement which involved our 
agreeing to build a sulfur plant out at sea, 6 miles from shore and entailing great 
risks and that this project would involve an expenditure of $30 million to $40 
million. 

The concluding paragraph in your letter states that you are unable to accept 
my proposal. This proposal was set forth in my letter of January 30, 1957. In 
that letter I stated that we are entirely satisfied with the contract in its present 
form and there is no change in it that we want made. Moreover, we have not 
proposed these changes because we think there is anything wrong with the present 
contract. On the contrary, as you know, it is our firm conviction that the pay- 
ments being made to us under this contract are not unfair or unreasonable in any 
way. We have recognized, however, that the Government is facing certain serious 
problems in connection with the matter of ore supplies for the expanded Nicaro 
plant and we have proposed these changes in a effort to help solve these problems 
in a friendly and constructive way. 

I am extremely disappointed that all my efforts over many months have not 
resulted in a satisfactory solution of this problem. Feeling as strongly as I do 
about the fairness of my position, I can only conclude that I have not made 
sufficiently clear the points that are so persuasive with me. If you find that there 
are any matters pertaining to this discussion that need clarification and that 
accordingly a further discussion between us would be helpful, I shall be glad to 
come to Washington to see you. In the meantime I should appreciate it if you 
would send me a copy of the study which formed the basis of your letter. Since, 
as you stated, this was to be an objective study, I assume there would be no ob- 
jection to your furnishing a copy of it. 

Sincerely yours, 
LANGBOURNE M. WILLIAMs. 





ExuIsit 8 


Nicaro NickeL Prosect, Cusan Nickeu Co. Puant, Nicaro, CuBA—FINANCIAL 
Report, DeceMBER 31, 1957 


General Services Administration, Office of Comptroller 


COMMENTS ON ITEMS IN FIN4 NCIAL REPORT AS OF DECEMBER 31, 1957—-STATEMENT 
OF ASSETS, LIABILITIES, AND NET WORTH 


1. Cash, $557,033.38 

Represents the unexpended balance of cash advanced for operation of the plant 
by GSA to Nickel Processing Corp., Cuban Nickel Co., and the Nicaro Com- 
mercial, S8. A. (commissary). This cash was on hand and in bank as of December 
31, 1957. 


2. Accounts receivable, $89,494.70 


Amount due from customers, nickel sales__..........-.---------- $58, 977. 36 
Advances to employees for travel... 2... 2. 1, 528. 04 
Amount due from contractors, employees, concessionaires, and others. 28, 989. 30 


ND cl i ne hes oe en Se ea 89, 494. 70 


3. Inventories, $17,323,677.57 

(a) Merchandise inventory, $184,552.54.—Represents the inventory of groceries, 
dry goods, and other staples of Nicaro Comercial, S. A. (commissary operation at 
plant site), priced at cost. 

(b) Finished products, $9,958,245.41.—Represents the production cost, plus 
freight and handling cost where applicable, on a lot basis, of the three types of 
finished nickel products on hand in United States, in transit, and awaiting ship- 
ment at Nicaro. 

Included in finished metal inventory is 62,110 pounds of experimental produc- 
tion by the Bureau of Mines at a cost of $49,298.14, or 79.37 cents per pound. 
This portion of the metal inventory is priced at approximately 19.6 cents per 
pound more than the inventory produced at our regular operation, which is in- 
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cluded at its cost of 59.72 cents per pound. The experimental project was 
completed during the month of September. 

(c) Operating supplies, $2,144,510.66.—This inventory consists of the following 
items, priced at cost delivered to plant site: 





Quantity Amount 
Gane Gre CON avin ind circcc secs accccknckc dete 63,803 short tons...| $1, 143, 230. 39 
Punk. 61 Cm Ving BUC 6 o:csinninty its tz bibieninsiudiesipiin neice 279,851 barrels___-- 813, 971. 32 
SORIA COI RINES PIII oo. «sstnsascrcnsnehesnmionta > peiiitiinmetcianiaereanindiceminiaalene 1,469 tons_.......- 156, 554. 92 
Pe LSE LL Ro ED ER 217,957 gallons... - 27, 313. 36 
Gasaline 'Giiav ig OVOENGE) son ccdiiwetindeicittein ce Beds Reseed 24,794 gallons... _-- 3, 440. 67 
FU inannnctadcinunibandgawneniiqeduikcansdit rd aeaatiaiadn ie ee 2, 144, 510. 66 


The distance from the principal markets for these supplies requires the mainte- 
nance of adeqvate inventories to ass"re contin’o"'s operation. These items are 
purchased on long term (1 to 3 years) contracts on competitive bids and are shipped 
to Nicaro by ocean freight. Existing storage facilities are ample to enable pro- 
curement and delivery in the most economical quantities. 

(d) (‘eneral materials, supplies and parts, $4,401,412.81.—This inventory is 
comprised of approximately 75 classes of materials, supplies and spare parts. The 
items are priced at cost on a moving average basis. Incl:ded are items procured 
expressly for the constr:ction of an expansion to the mine railroad and mine 
facilities. This inventory also incl des approximately $44,000 of items, which 
are considered obsolete to the operation by the plant operator, and additional 
items aggregating approximately $1,200,000, which are considered to be in a 
“slow moving” category. 

(e) Work-in-process, $634,956.65.—This inventory consists of the following: 








Quantity Amount 
I 46,383 short dry tons----... 1 $103, 897. 92 
Nickel in process, powder _-.......___- aiuquipeldtisionadaaeee 928,525 pounds, Ni+Co---__ 1 227, 631. 13 
ge ee eae 591,350 pounds, Ni+-Co---- 303, 427. 60 
Saks = poke shane ene i albulacieeeintenirsnialareiewtististsiatials deieanitian caepiiiiadt stati shia ttl lita ailadl 634, 956. 65 





1 Direct costs only, do not include amortization and general overhead. 


Quantities of ore in storage are valued at $2.24 per short dry ton, representing 
the average direct cost (during the preceding semicalendar year) of mining, 
transportation to plant, and royalties. 

Nickel in process inventories include eight categories, the quantities of which 
were measured or otherwise calculated, and priced at average departmental cost 
determined during the preceding semicalendar year. Inventory of sinter in 
process is valued at departmental costs including amortization of plant facilities 
and general overhead cost. However, powder in process inventories are valued 
at departmental costs exclusive of amortization and general overhead costs. 


4. Prepaid expenses and deposits, $22,972.95 
(a) Prepaid insurance of $10,522.55 consists of the following: 


Deposit, workman’s compensation insurance__......_._...-_----- $7, 853. 71 
Leoni; ee ShnGrnene. co ao eee ke a eee ee 772. 00 
CRs nerekn COIS oe ete ee ee 1, 896. 84 
BE Sc oe SE es Se SRN Oe ee 10, 522. 55 
(b) Other prepaid expenses of $1,392.31 consist of the following: 
Right-obswayis. cccuswee an bebe AA ee esa eens: 2a ee $348. 54 
Mincdilancuut: =: 2 fed. as 0 2ct be cueslatsea ee 5 1, 043. 77 
WOU@hs. 6205.00.00 Ub. dd eee a 1, 392. 31 
(c) Refundable deposits of $11,058.09 consist of the following: 
Deposits for returnable containers. ....................-....---- $7, 070. 25 
Deposit for telephone servieds.. . iid us ck ue 100. 00 
Deposit for Cuban territorial tax on real estate.........._..-.-.-- 3, 887. 84 
ia ik acca sictenin es ecdnieidlamibadaisidandiiina ariel eae 11, 058. 09 
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&. Installments receivable, $20,000 


Represents the balance which will be due subsequent to the current year from 
the purchaser of timber located on certain mining properties owned by Cuban 
Nickel Co. The present outstanding balance of $25,000 is due in five (5) annual 
installments of $5,000 each, and is secured by a letter of guaranty from the Trust 
Company of Cuba. The $5,000 installment due on October 7, 1958, is included 
in accounts receivable of $89,494.70 shown on the statement. 


6. Ores purchased—Inactive stockpile, $233,181.64 


Represents the purchase price of ores removed in construction of an extension 
to the mine railroad, main track and access roads over property of the Nicaro 
Nickel Co. These ores are now stored alongside of the new railroad and access 
roads, which are still under construction, but will be moved to the plant for 
processing as soon as practicable. 


7. Plant and equipment (net), $70,973,994.84 


(a) Land-plant and townsite, $521,915.82.—Represents original cost of land 
(plant and townsite) and related easements and rights-of-way, including costs 
incidental to acquisition and site preparation for initial use. 

(b) Ore deposits and ore rights, $2,674,332.43.—Represents acquisition cost of 
ore deposits and ore rights, incl ding initial exploration, development, legal and 
other administrative costs. This amo-nt also incl:des the cost of 5,768 acres of 
surface rights carried at net cost of $175,702.70. The Bureau of Mines Report of 
Investigations No. 5099 of February 1955 computes the potential and indicated 
ore reserves of Cuban Nickel Co. to be 39,016,600 dry metric tons. 

(c) Butldings and structures, $27,135,683.78.—Represents the construction cost 
of buildings and str’ ct» res of a permanent nature at Nicaro, including acquisition 
and installation costs of appurtenances permanently attached such as heating, 
lighting, plumbing and ventilating systems, and costs of permanent improve- 
ments to land such as roads, streets, bridges, wharves, recreational facilities, etc. 
The dwellings, and other buildings comprising the townsite are included in this 
account. 

(d) Operating equipment, $52,749,230.30, and office equipment, $237,115.41, 
Cuba.—Represents acqisition and installation costs of operating and office 
equipment located in Cuba, not permanently attached to buildings and structures, 
including mobile equipment. 

(e) Office and laboratory equipment, USA, $36,670.29.—Represents acquisition 
and installation costs of laboratory and office equipment located in the United 
States at the operating contractor’s office in New York and at the laboratory in 
Montclair, N. J. These assets are classified as follows: 


RII TIN oi os oe do wae ele Wiehe Shae a aan $15, 722. 21 
Office equipment, furniture and fixtures___..........-.---------- 20, 948. 08 
NAA a a ia iro UE a i ee re eee ne ee 36, 670. 29 


(f) Construction in progress, $4,229,872.21.—The expenditures for new con- 
struction and capital improvements, which have not been completed, consist 
of the following: 


Extension to the mine railroad and expansion of the mine facili- 





Re Se Ce SOT BA et rie) Pe ees ._. $3, 289, 832. 44 
Construction of new pilot plant... 2 os. 633 nc. ered brewed 717, 661. 67 
Construction of toilet facilities for 242 apartments—La Pasa__-- 109, 856. 88 
Construction of dike in bay to retain “tailings’”’. ._....._-_---- 43, 289. 45 
Construction of cyclone fence—Nicaro plant and Levisa pump 

eR ass os os Atlee Sct tm ew ks meee en Aes orks 42, 971. 57 
I MRONN SE <8 <n? oo ana awehun eee atone 26, 260. 20 

1 nearer Lae teks pete rire pdr ke dete eh tA 75m A NR EM 4, 229, 872. 21 


(g) Allowances for amortization, $16,610,825.40.—Represents the cumulative 
allowances for amortization (depreciation) of the fixed assets, exclusive of land 
(plant site) and ore deposits and ore rights. 

Prior to January 1952, no amortization of the cost of Nicaro Nickel project 
properties was recognized in the accounts. From January 1952 to April 1957 
the original plant was amortized on the basis of a 17-year period ending December 
31, 1968, the originally estimated life of the Nicaro Nickel Co. ore reserves. 
Property acquired during rehabilitation was amortized over 15-year period ending 
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December 31, 1966. Subsequent acquisitions were also amortized over the period 
ending December 31, 1966. 

Effective April 1957, the amortization policy was revised to recognize the 
current estimates of the life of then available ore reserves, both Nicaro Nickel 
Co. and Government owned. The cost of ore deposits and ore rights are to be 
amortized on the basis of depletion of the ore reserves owned, when mining of 
these ores is scheduled to begin during the early part of 1958. The net book value 
of buildings, structures and equipment, since April 1957, will be amortized by 1974 
on the basis of short dry tons of ore expected to be processed through the plant 
from ore reserves owned and available under existing agreements. 

The allowance for amortization consists of the following: 


Buildings, structures and equipment, Cuba________..__---_-- $16, 600, 742. 42 
Office and laboratory equipment, United States of America_ --- 10, 082. 98 
TOG... 2.0 <nnconenmigganneudpiee deanna 16, 610, 825. 40 


Dispositions and ordinary retirements subsequent to July 1, 1957, are charged 
or credited, as appliable, to the allowance for amortization account. 


8. Surplus personal property, $296 


Represents the nominal value of $1 per item or group of like items of propery 
no longer needed in the operation, which has a remaining useful life and is held 
awaiting disposal. - 


9. Deferred charges, $540,630.96 


(a) The startup expenses of expanded portion of plant of $439,417.62 is being 
amortized monthly over a 2-year period, ending March 31, 1959. 
(b) Special research cost of $79,274.49 is being amortized monthly over a 
period ending June 30, 1958. 
(c) Other deferred charges of $21,938.85 represents interproject costs which 
bn be cleared out and charged to production cost during the month of January 
958. 


10. Accounts payable and accrued liabilities, $2,469,357 .40 


Accounts payable... ...<...<......48. 6140544. &.- sansa $910, 027. 33 
DO COMARRONIND.. 5 oon. 5k ice ce cc secesuncucnncccugheeaeae 75, 400. 00 
Accrued liabilities: 
Wages and ehleariee. .u.... 2.45. 643. 56)04555.244660555..00 44, 552. 16 
VOGRIN POG 5 on. 6d concen ddd bRRandacses een 230, 502. 89 
PEEIONOING SURI a. 60 OF wisi ctrl ae tise Somme aes 63, 186. 95 
I i co cninticee wna cetera acinar tae 12, 115. 49 
Seca rcin ick deen asundacsasccnnmd aie ane 45, 910. 04 
CO SURI 25. 0055 Sita can cc ccnnen oe ayn eee 744, 581. 36 
Management fees_--- ---- sizeene cane wet neilede hain 126, 920. 27 
DRS GONNOHIINTS 68-246 6s ceccccnssnvanan sce eaaea 198, 594. 42 
NN as Ss dione on coieinec anna See onan sii eins ak Sree aah ts Sa 17, 566. 49 
TAREE. 00 ccenane stcnsaoneunes wenkeeieinneiea mee 2, 469, 357. 40 


11. Taxes and other deductions withheld, $30,045.38 


Represents liability with respect to compulsory deductions from employees’ 
salaries and wages for Cuban or United States Federal and State taxes, applicable 
to such salaries paid, not yet remitted to appropriate tax authorities. Also in- 
cludes deductions made for group and hospital insurance, ete. 


12. Deposits and trust liabilities, $14,124.67 


Represents cash deposited by purchasers pending consummation of sale of 
scrap and surplus items of equipment, and deposits made by concessionaires to 
guarantee concession agreements. These deposits will be applied against final 
settlement of the related sale, or in the case of concession contracts, refunded to 
the concessionaires upon satisfactory performance and termination of the contract. 


13. Deferred payments on ore purchases, $233,181.64 


Represents the liability to Nicaro Nickel Co. for the purchase price of ores 
removed in the construction of an extension to the mine railroad, main truck and 
access roads over their property. The ores are stored along side of the new rail- 
road and access roads, which are still under construction, but will be removed to 
the plant for processing as soon as practicable. This liability will be due and 
payable only as the ores are moved to the plant or within 12 months following the 
completion of the railroad extension. 
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14. Reserve for self-insurance, $470,172.90 

Represents the net accumulated allowances for self-insurance charged to 
production cost to provide for possible losses resulting from fire, explosions, floods 
windstorms, etc. An amount of $6,000 per month was charged for this purpose 
through June 30, 1957, and $11,500 per month subsequent to that date. The 
amount of such losses are charged to this reserve at the time they occur. 


15. United States Government net investment, $86,543,406.18 
Analysis of the investment in the project is as follows: 


Investment in capital facilities___..............._.____. $87, 585, 116.24 
Unamortized cost (deferred) ..............--.-_.____.-- 540, 630.96 
I I ia lenis chntcetidieni Raia act ine ai 15, 498, 657.28 
Total U. S. Government investment. ............--__- 103, 624, 404.48 
Less, recoveries of funds invested in project: 
Reserve for self-insurance__.........--__- $470, 172.90 


Allowances for amortization__.___....____- 16, 610, 825.40 

———————_ 17, 080, 998.30 
Net investment of U. 8S. Government... __.....--.__-- 86, 543, 406.18 
Exuisit A 


Nicaro Nickel project consolidated statement of assets, liabilities, and net worth, 
Dec. 31, 1957 


ASSETS 
Current assets: 
te a ee rate $557, 033. 38 
Accounts receivable._............--.-- 89, 494. 70 
Inventories: 
Merchandise, com- 
missary. os. 5. $184, 552. 54 


Finished products... 9, 958, 245. 41 
Operating supplies. 2, 144, 510. 66 
General materials, 


supplies and 
Eee eee 4, 401, 412. 31 
Work in process--_-- 634, 956. 65 


17, 323, 677. 57 
——————--—— $17, 970, 205. 


oO 
o 


Prepaid expenses and deposits: 
Peenese imeutemee...< 2... 66.5<<.- 10, 522. 55 
Other prepaid expenses_-_-_-.---.---- 1, 392. 31 
Refundable deposits_........--.---- 11, 058. 09 
—_—_—_—_—_——— 22, 972. 95 
PIU a nasi wihe aes a ten oinmnss 20, 000. 00 
Ores purchased, inactive stockpile......--------- eeeuees 233, 181. 64 
Plant and equipment: 
DRT, BORE CRs ncneennces+ one $521, 915, 82 
Ore deposits and ore rights__..----- 2, 674, 332. 43 
Buildings and 
structures__.._-. $27, 135, 683. 78 
Operating equip- 
ment, Cuba_---- 52, 749, 230. 30 
Office equipment, 
Wie eel class. 237, 115. 41 






tory equipment, 
United States of 
Amoericts.......-~ 36, 670. 29 


BE ee 80, 158, 699. 78 

Less, allowances 
for amortization. 16, 610, 825. 40 

——__—__—_———_ 63, 547, 874. 38 










Construction in 
programe... coi bcc escnnsccn 4, 229, 872. 21 
salt 70, 973, 994. 84 
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Nicaro Nickel project consolidated statement of assets, liabilities, and net worth, 


Dec. 31, 19§57—Continued 


ASSETS—continued 
Current assets—Continued 
Surplus personal property 
Deferred charges: 
Startup expenses, expanded facili- 


RSs te hoes os ee ed $439, 417. 62 
PAOUUNNUE QUNUs << steno cewe nana 79, 274. 49 
RPUMIOE datacdl 0d cuadtetcabicssteeck aon 21, 938. 85 


LIABILITIES AND RESERVES 
Current liabilities: 
Accounts payable and accrued liabilities_. $2, 469, 357. 40 
Unclaimed wages and salaries____------- 993. 87 
Taxes and other deductions withheld__-_-- 30, 045. 38 
Deposits and trust liabilities._._......---- 14, 124. 67 





Deferred payments on ore purchased 
Reserve for Gelf-inwuareiee.._... . 5 6 ok ced cccccd ec hess 


NET WORTH 


U. 8S. Government’s net investment 


Total liabilities, reserves and investment of U. 8. Gov- 
I iiss di sss ncsshccnadenitty adnan dala at tad 


$296. 


540, 630. 


89, 761, 282. 


$2, 514, 521. 
233, 181. 
470, 172. 


86, 543, 406. 


89, 76), 282. 
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ScHEDULE 2 


Nicaro Nickel plant—Summary of production and unit cost from Jan. 1, 1952, to 
Dec. 31, 1957 





Powder produced Sinter produced Ingots produced 
(bagged) (bagged) 


(Ni+Co) | Cents | (Ni+Co) | Cents | (Ni+Co) | Cents 
pounds per pounds per pounds per 


pound pound pound 
Jan. 1, 1952-June 30, 1953................_- 31, 221, 624 GEO Bacdsrekeatuslictennseleuiadekestsatusadn 
es WOOF TONE: 2358s dcolensassd 2st 28, 198, 654 49.7 391, 753 GOS. 6s). dec atibieui<- 
NE NE is io icine dni ncenctvcnemies .-| 7,862, 522 49.8 | 21,641, 283 RB Bie caren oittes lotta dhe 
Fiscal year 1956. ................... ndaieed 2, 861, 345 45.5 | 28, 598, 684 47.0 | 2,845, 643 53.7 
Fiscal year 1957---_- ....--| 4,625,618 49.4 | 31, 258, 687 149.6 | 14, 302, 464 2 57.6 


Fiscal year 1958, July 1, 1957-Dee. 31, 1957__| 2,405,973 | 47.9 | 22,449,457 | 49.7] 8,570,759 | 260.5 





Total nickel produced__---...._.__- 77, 175, 736 51.4 |104, 339, 864 49.1 | 25, 718, 866 58.1 
Deduct: Quantity of nickel plus cobalt 
contained in powder and sinter con- 
sumed in ingots produced__........_---- O68, 448 }.......- 25, 661, 884 |......-- 0 


Finished products produced _---__-- 76, 187, 204 





1 For the year the cost of sinter was 1.4 cents per pound more than powder. The abnormal low spread 
of 0.2 cent per pound as reported is largely due to change in the method of costing work in process inventory 
in the sinter plant during the year. 

3 Included in ingots produced is 19,730 pounds for fiscal year 1957 and 248,293 pounds for quarter ending 
Sept. 30, 1957, of experimental production by the Bureau of Mines at unit cost of 81.61 and 79.04 cents per 
pound respectively. Cost per pound for metal produced at Crum Lynne (regular operation) for each of the 
2 periods was 57.57 and 59.96 cents. 


ExuisitT 9 


Grade differential compared to N. N. Co. ores averaging 1.42 percent Ni 
[Per ton of ore treated] 





At 1.25 At 1.20 
percent percent 
a ee eee eee 13.4 14.4 
SE TE Te Be inc ng cn wnecanccdsacevsadcsantedeudiscesses 12.55 13.3 
Decrease in sales value at 70.3 cents for nickel oxide_...................-.---- $1.79 $2. 32 
Less incremental cost of production at 3 cents per pound_..................-- (. 08) (. 10) 
OS aE rs GE v5 Simin tebe thakabastaaabeetasena | 1.71 2. 22 


1 Pounds. 


Thus, the net loss in sales revenue per ton of ore treated is about $0.10 for each 
incremental decrease of 0.01 percent Ni as compared to the grade of 1.42 percent 
Ni for our reserves. Thus ore containing 1.25 percent nickel would have to be 
obtainable at no cost in order to be equivalent to the Nicaro ore at the present 
rate of payment. 

The above table could also be presented as follows: 


[Per ton of ore treated] 


























At 1.42 per- | At 1.25 per- | At 1.20 per- 
cent cent cent 

DEA meen Leh OU isc oscil ietc inca eine Su bnibtinn da sben 28. 4 25. 0 24.0 

Ni recovered at 75 percent (pounds) -_...............-..--.--.- 21.3 18. 75 18, 6 
Value at 70.3 cents for nickel oxide._..._...........----------- $14.97 $13. 18 $12. 65 
Production cost (excluding ore payment)!__.__........._--.--- 8. 51 8. 51 8. 51 
NN I ot on nce ds her akeed he eitine onaenia 6. 46 4. 67 4.14 
CCE Oi DI ia she cnn hha de atdete an deh tena odoinn . 08 .10 
Net profit tall ial aati iti atari Leth et orale vnitetiaaied: 6. 46 4.75 4.24 
Ce III ong ohn amanecasacenucsecsssetietescatemeceae 1.71 2. 22 











1 Exhibit B (p. 9) of GSA’s Financial Report of Sept. 30, 1957, shows cost of nickel produced at Nicaro. 
During the period July 1-Sept. 30, 1957, the total cost, excluding ore payments, was $5,206,500. In this 
period 611,700 tons of ore were processed. 
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Grade differential compared to Mobaco ores at 1.35 percent Ni 


[Per ton of ore treated] 


Magdalena 
ore at 1 20 
percent Ni 
Deoreasein.metal-eontent per tofwslceciwel 5 eee 13.0 
Decrease in recovery ‘at'90 percent... 2.2.2... 22... 12.7 
Decrease in sales value at 74 cents for nickel metal ___._._.....-.----- $2. 00 
Less incremental cost of production at 3 cents per pound __-____--_-___- (. 08) 
Re UTNE i i ok ee ee as ahead ath wmn de ono 1. 92 


Thus, if a payment of 10 cents per ton is made for Magdalena ore, the total cost 
of the ore, as compared with Mobaco ore at no cost, is: 


pean wemememies 100! 1 SBS B08 18 De eo ee a oe ee ee tle $0. 10 
0a eS ee a ent eaten ee 1. 92 
RIE in nck mee shah in ale See Cle ern SAG, SOR Lae kare 2. 02 

1 Pounds. 


2 These figures are subject to adjustment (probably minor in degree) in the event that the cobalt grade of 
ateritic ore on the Magdalena concession exceeds the cobalt grade of the Moa Bay properties generally. 


The comparison between Mobaco and Magdalena ores, assuming same produc- 


tion cost per ton of ore as used for the Nicaro operation, is shown on the following 
table: 


[Per ton of ore treated] 








Mobaco Magdalena 
at 1.35 at 1.20 

percent Ni percent Ni 
Bene OIE Ok INO oo ince dt ee creer kct bh cdcemekendacews 27.0 24.0 
ee eae 124.3 121.6 
Value at 74 cents and I i ae ai $17 98 ee $15. 98 
EE CIID inicio cian clenidissnctunanepediletialeacaiea dea iirechilntesiel 8.51 | 8. 51 
i ee a ha elated esdeamieiell 9.47 | 7.47 
re Gi IIE BONE on snsscat ik ak wee a ee ee 08 
See cacy See TE ee EOD IPR, bo ee ee 9.47 | 7.55 
Seay "aan meme © Oi osm ow vo se een kes. ME 2 SOS Bs BE ae ee 1. 92 








1 Pounds 


2 These figures are subject to adjustment (probably minor in degree) in the event that the cobalt grade of 
lateritic ore on the Magdalena concession exceeds the cobalt grade of the Moa Bay properties generally. 


Exurisit 10 
Marca 11, 1958. 


MerEMoRANDUM OF Nicaro Nicxet Co., Concerninc Ore Contract WITH THE 
UnitEep States GOVERNMENT 


For the past several years Nicaro Nickel Co.,! a wholly owned subsidiary of 
Freeport Sulphur Co., has been receiving payments from the United States 
Government for nickel ores taken from certain Cuban properties owned by 
N. N. Co. These ores are processed in the United States Government-owned 
plant at Nicaro, Cuba, and are taken pursuant to a contract made between the 
Government and N. N. Co. at the time that plant was built. Certain Government 
Officials have criticized the payments made under this contract as being ‘‘exces- 
sive’ or “exorbitant.’”? It has been and is our view that the terms of the contract 
are neither unfair nor unreasonable, and that the payments are not in any sense 
excessive or exorbitant but, on the contrary, are reasonable not only in relation to 
the payments which we and other mining companies are regularly accustomed to 
make but equally so in relation to payments which the Government is making for 
other nickel ores as well as in relation to payments which the Government itself 
receives in connection with leases of its own mineral properties. Nevertheless, 


1 Hereinafter referred to as “‘N. N. Co.” 
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since such critical comments, no matter how ill-founded, tend to gain a degree of 
currency, it has seemed desirable to prepare this memorandum setting forth the 
history of this contract, our attitudes and actions with respect to it, and the 
reasons underlying the position we have taken. 


HISTORICAL BACKGROUND 


Our active interest in the nickel ores of Cuba goes back to the year 1939. Like 
other mining companies, we had long known that there were substantial deposits 
of nickeliferous iron ores on the north coast of Cuba, and we had known, too, that 
no satisfactory process for the commercial exploitation of these ores had as yet 
been developed. In 1940 we were approached by a group of individuals who 
had acquired options to purchase certain of the Cuban properties and had also 
acquired the right to use a process which it was hoped would lead to the first 
commercial production of nickel from the Cuban ores. 

Freenort had already acquired a considerable Cuban background, since one of 
its subsidiaries had for many years prior to 1939 been conducting manganese 
operations in the Province of Oriente, and in connection with this operation 
Freeport had also obtained valuable metallurgical experience. Thus, Freeport 
was a likely candidate for a new Cuban project of this character. At the same 
time, nickel was then, as now, a most important strategic material and one which 
readily elicited Freeport’s interest. 

As a result of the mutual interest of the parties, discussions were begun looking 
toward the acquisition by Freeport of a financial participation in the properties 
and the process. After a period of negotiations, the parties agreed upon the 
formation of a corporation known as Nicaro Nickel Co. This corporation 
acquired title to the ore deposits and made payment of the initial installments of 
the purchase price; it also acquired rights to the use of the proposed process. 
Freevort obtained a stock interest in the new company in return for providing 
the funds which were used to make the initial payments on the ore deposits and 
to test the process. 

After an extensive period of testing, it was concluded that the proposed process 
was not commercially practicable, and Freeport then set about to examine other 
processes in the hope that one of them might prove to be feasible. A literature 
search turned up some work done by a Dr. Caron of Holland on an ammonia- 
leaching process. Dr. Caron had taken out some patents in the early 1920’s, 
but only certain phases of the process had ever been tested—and these on a very 
small scale. After a period of research and experimentation Freeport’s engineers 
developed a number of improvements and innovations without which the process 
could not have been successfully carried out on a commercial basis. Freeport 
then built a pilot plant in which it tested these improvements and innovations, 
and it had established the commercial feasibility of the improved processes when 
the Japanese attacked Pearl Harbor on December 7, 1941. 

In view of the critical and strategic importance of nickel, the United States 
Government was immediately interested in the possibility of creating a new 
project to obtain this metal from the Cuban ores, and a preliminary understanding 
was reached on February 14, 1942, between Mr. Langbourne M. Williams, 
president of Freeport, and Mr. William L. Clayton, Deputy Administrator of 
the Federal Loan Agency, a subsidiary of Reconstruction Finance Corporation. 
This understanding, which was subsequently embodied in a number of formal 
agreements among Freeport, N. N. Co., Defense Plant Corporation, and Metals 
Reserve Company, contained the following provisions pertinent to the present 
discussion: 

1. The United States Government subscribed for $1,100,000 of preferred stock 
of N. N. Co., with dividends to be cumulative at the rate of 4 percent from 
October 1, 1946. It was provided that no dividends might be paid on the common 
stock until all dividends on the preferred stock had been paid in full, and until 
all the preferred stock had been redeemed at par.? 

2. The sum of $1,100,000 so provided was used by N. N. Co. to acquire its out- 
standing stock owned by Freeport’s associates, and for the payment of the balance 
of the purchase price of the ore deposits. Freeport thus became the owner of all 
of the common stock of N. N. Co. 


2 It was not until 1953 that N. N. Co. had funds sufficient to enable it to redeem its preferred stock in full, 
and it was not until that time that Freeport could have received its first return on its investment made 13 
years earlier. Actually, because it was desirable for N. N. Co. to have a modest cash reserve, the preferred 
stock was not redeemed in full until 1954 and the first dividend on the common stock was not paid until 
1956, 16 years after the first work on the project. 
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3. N. N. Co. undertook to design and construct, as agent for the Government, 
a plant in Cuba for the processing of the Cuban ores. For this work, which for 
2 years took some of the best talent in Freeport’s organization, neither Freeport 
nor N. N. Co. received any fee whatever. 

4. N. N. Co. undertook to operate the plant for the account of the Govern- 
ment, and the Government agreed to pay N. N. Co. a management fee equal to 
3 percent of the value of the products resulting from the operations. Freeport 
provided without charge a large part of the time of its top executive officers. 
In addition, N. N. Co. provided 3,400,000 tons of ore plus the use of the processes 
for which it received no additional compensation. It was provided that under, 
certain circumstances N. N. Co. might become entitled to contingent additional 
payments, but these provisions never became applicable. 

5. It was agreed that upon termination of the contract, the Government 
would have the right to enter into a contract with N. N. Co. whereby the Govern- 
ment would have the right to take ore from the ore properties for a period of 20 
years, and a right to use in connection with the facilities the processes developed 
by Freeport.‘ In return the Government agreed to pay N. N. Co. an amount 
equivalent to 2% cents per pound of nickel contained in the ore so taken, based 
upon a market price f. o. b. Pittsburgh of 30 cents per pound for refined nickel, 
the amount of the payment to be increased or decreased by oo of a cent per pound 
for each 1-cent increase or decrease in the market price of refined nickel above or 
below 30 cents per pound. This is the provision which has been the subject of 
the criticism above mentioned. 

6. The obligations of N. N. Co. under the various agreements were guaranteed 
by Freeport. 

N. N. Co. commenced the design and construction of the plant forthwith and, 
following a crash program carried out under extreme wartime difficulties, produc- 
tion of nickel oxide (the product obtained from the plant in Cuba) commenced 
in December of 1943. The plant was operated until March 1947, and produced 
during this period oxide containing more than 63 million pounds of nickel. Some- 
thing of the significance of the project was stated in the GSA report on Nicaro of 
August 1953: 

“For America the war was hardly 2 months old. Yet the evidence was plain 
that the United States and its allies suffering from ‘too little and too late’ in com- 
bat, were in deadly jeopardy of ‘too little and too poor’ in the industrial materials 
for a struggle still to be fully mounted in two hemispheres. Nickel, an essential 
element in warmaking steels, was one of these materials.’’? (Reprinted in hearings 
before the Subcommittee on Independent Offices, Committee on Appropriations, 
84th Cong., Ist sess., on Independent Offices Appropriations for 1956, August 1, 
1955, p. 7.) 


* * * * * * * 


“The most valuable contribution [of the Nicaro plant] was the nickel. In the 
neighborhood of 40 percent of the total output was produced before V—J Day. 
In the end, it proved the only new source of nickel to become available to the United 
States.5 

“‘A second important achievement was success in learning the basic secret of 
reducing Cuban ores and recovering their nickel content. Efforts in this direction 
first came as early as 1907, but the wartime hydrometallurgical process developed 
after a small pilot-plant test in Texas has been the only large-scale operation of 
its kind. It opened a vista of commercial production to the mutual benefit of the 
United States and Cuba” (Id., p. 8). 

Freeport endeavored to lease the plant from the Government, but it proved 
to be impossible to arrive at terms under which a private commercial operation 
would be practicable. The operation, to which some of the best talent of the 
Freeport organization had been devoted for 5 years, was accordingly discontinued 
at the end of March 1947. Then came the Korean war in 1950, and the strategic 
importance of nickel in general, and of this plant in particular, received renewed 
attention. Nickel, indispensable for such vital defense requirements as atomic 
energy, electronics, jet planes and guided missiles, was in exceedingly short supply, 
and the Preparedness Subcommittee of the Senate Committee on Armed Services 
referred to Nicaro in the following terms: 


3 For all its services, extending from February 1942 to the middle of 1947 N. N. Co. received a total manage- 
ment fee of $517,000, an amount barely sufficient to cover expenses. As previously noted, no part of this fee 
was received, or could have been received, by Freeport in view of the provision that no dividends could 
be paid on the common stock until the preferred stock had been redeemed in full. 

4 It was pursuant to this provision that the present contract, dated July 2, 1948, was made. This contract, 
however. had its origin in the binding provision contained in the 1942 contract. 

§ Emphasis throughout this memorandum is supplied unless otherwise indicated. 
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“Tt is evident from our survey of the various sources of nickel that Nicaro may 
be our best if not our only hope of a prompt material increase in the supply of 
nickel in the relatively near-term future. Consequently, its reactivation is of the 
utmost urgency”’ (S. Doe. No. 4, 82d Cong., Ist sess., p. 17). 

Freeport was asked to prepare a recommendation for the reactivation of the 
plant, and it readily agreed todo so. It assigned a task force to make the neces- 
sary study and made recommendations for various improvements, using ideas and 
experience which could not have been obtained from any other source. The 
extent of this service rendered by Freeport may be measured by the fact that when 
the plant was reactivated every recommendation made by Freeport was adopted. 
Freeport returned to the Government $12,700 of the agreed fee of $75,000, retain- 
ing only out-of-pocket costs. 

The Government provided a large sum of money for the reactivation of the 
plant and asked for bids on the leasing of the plant. Freeport associated itself 
with = American Smelting & Refining Co., and the latter company made a bid 
for such a lease. The action of the Government agency in charge of the plant 
is too long a story to be retold here, but it may suffice to say that a contract to 
operate the plant was awarded to a foreign company which (1) had had no previous 
experience in this type of operation, (2) was seeking to learn how to operate the 
plant in order to use elsewhere the experience it might gain, (3) was ultimately 
forced out of the operation because the Government was not satisfied with its 
work, and (4) submitted not a lease proposal, which the Government had said it 
preferred, but a proposal for a management contract which was, of course, entirely 
different. Nevertheless, after the award of the contract, Freeport opened its files 
and supplied data in order to be of assistance to the Government in the operation 
of the Nicaro plant. 

The reactivated plant has now been in operation since 1952, and during that 
time the Government has been taking ore from N. N. Co. properties and has been 
pers N. N. Co. at the rate provided in the contract made some 16 years ago. 

hese payments have increased as the Government has taken larger and larger 
quantities of ore and as the price of refined nickel has risen, and amounted to 
approximately $3,500,000 in 1957. 

The Government has indicated that in the near future the plant will be offered 
to private interests for sale or lease. As a result of the recent expansion program 
the plant is already producing at a rate of 52 million pounds of nickel per annum. 
This product will have an aggregate market value, based on current prices, of 
more than $36,500,000. On the basis of the cost of production inevrred for the 
year ended June 30, 1957 (the last complete fiscal year of production), this pro- 
duction will represent, except for taxes, a potential annual profit of more than 
$9 million after all costs including ore payment. 

The full significance of the successful treatment of Cuban ores with respect to 
present and future supplies of this vital material may be measured by the fact 
that the President’s Materials Policy Commission in its report issued in 1952 
(the Paley report) estimated Cuban reserves at 25 million tons of contained 
nickel and Canadian reserves at 4 million tons of contained nickel. In other 
words, the Paley report stated that Cuba had six times as much nickel as Canada, 
which has been by far the major source of nickel for the free world. Moreover, 
Dr. John R. Townsend, in a recent study of nickel for the Office of Defense 
Mobilization, after reviewing the nickel picture throughout the world, reached 
this conclusion: 

‘“‘Where United States production is of minor character and Canadian pro- 
duction inadequate for all needs, it would appear that in the long view the United 
States would have to look more and more to Cuba as a source for nickel”’ (reprinted 
in Defense Production Act Progress Report No. 36 of the Joint Committee on 
Defense Production, 85th Cong., Ist sess., January 8, 1957, pp. 105-106). 

lt is against this background that we now review the charges which have beén 
leveled against the present contract. 


THE MERITS OF THE CONTROVERSY 


It should be observed at the outset that this contract was negotiated on behalf 
of the Government in 1942 by Mr. William L. Clayton of the firm of Anderson, 
Clayton & Co., who at that time was with the RFC and conducting a great 
many similar negotiations for the Government. We think it will not be disputed 
that Mr. Clayton was one of the most competent, experienced, and successful 
businessmen in the country. Mr. Clayton proposed the terms of the contract in 
question, using as a formula the terms of a copper contract he had just made on 
behalf of the Government. That Mr. Clayton served the Government well may 
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readily be seen when the payment for this ore is compared with other mineral 
payments, particularly when the comnarison is made with respect to minerals 
which are not nearly so scarce or so val'able as nickel. 

As has been noted, the contract provides for a payment based on the amount 
of nickel contained in the ore. Moreover, the payment is based solely on the 
nickel content, regardless of the amounts of iron, coh lt, chrome or other minerals 
which the ore may contain. The payment in the first instance is at the rate of 
2% cents per pound, based upon a market price of 30 cents per pownd for nickel, 
and there is a provision for escalation upwards or downwards in the event that 
the price of nickel rises above or falls below 30 cents. On the basis of the current 
market price for nickel at 74 cents per po’n4, the ore payment amounts to 6.0947 
cents per pond of nickel contained in the ore. The rayment thus amounts to 
8.2 percent of the value of the nickel as reflected by the market nrice. 

However, the objection has been raised thet the payment should be based upon 
the amount of nickel recovered rather than upon the amount of nickel contained 
in the ore. While we do not admit the validity of this contention, we pre willing 
for purposes of this discussion to measure the payment in terms of the nickel 
produced. Sitce the present rate of recovery is 75 percent—which means that 
three-quarters of a pound of nickel is recovered from each pound contaired in 
the ore—the ore payment amounts to 8.1263 cents per pound of nickel recovered, 
or 10.9 percent of the value of the nickel. Put a further objection hes been raised 
on the ground that the product produced at Nicsxro—nickel oxide—yields a lower 
price than met-llic nickel, and it is sxid that the present price for the nickel 
contained in the oxide produced at the plant is only 70.25 cents per pound. 
Here, again, we do not concede that the objection is valid, but we are willing to 
use this lower value for purposes of the discussion. On this basis the ore pay- 
ment amounts to 11.57 percent of the current market price of the nickel content 
of the oxide. We shall see that even on this basis the payment is entirely 
reasonable when judged by any fair objective standard. 

It should be recognized that nickel is one of the most valuable and sought 
after of all minerels and that many of the most competent and important mining 
companies throughout the world have been actively searching for nickel deposits. 
The N. N. Co. property at Nicaro is obviously a most valuable property, and 
yet it can be demonstrated by examples taken almost at random throughout 
the mining industry that the price which the Government is paying for N. N. Co. 
ore is substantially lower than would be justified on the basis of royalties which 
are customarily paid under mineral contracts. In comparing these royalties 
with the pavment made for N. N. Co. ore, we shall use as yardsticks (1) the 
amount of the payment per pound of nickel in instances involving other nickel 
ores, and (2) the amount of the payment for other ores in terms of percentage 
of value. 


COMPARISON WITH PAYMENTS FOR OTHER NICKEL ORES 


We have shown previously that the payment for our ore amounts to 6.0947 
cents per pound of nickel contained in the ore. Among nickel ores currently 
being purchased by the Government itself are ores from the Riddle property in 
Oregon which the Government is purchasing from a subsidiary of Hanna Coal & 
Ore Corp. Freeport had a lease on this property at one time and has some famil- 
iarity with it. These ores are substantially similar to the N. N. Co. ores in mode 
of occurrence, chemical composition and amenability to treatment. On the other 
hand, they are not nearly so extensive nor are they so favorably situated with 
respect to certain other factors which are important to the commercial exploita- 
tion of an ore body. On the basis of engineering data it is apparent that Hanna’s 
net receipts after deducting expenses fall within a range of 12.9 cents to 15.7 cents 
per pound of contained nickel, or from 2 to 244 times the amount which N. N. Co. 
is now receiving. 

In recent years sales of nickel ore from New Caledonia have been made to 
Japan in substantial quantities at an average price of 16.4 cents per pound of 
contained nickel. After deducting mining and transportation costs, the operator 
is netting an estimated 11 cents or 12 cents per pound of contained nickel, which 
is almost twice the amount received by N. N. Co. 


COMPARISON IN TERMS OF PERCENTAGE OF VALUE 


We have shown previously that the payment for N. N. Co. ore amounts to 
somewhere between 8.2 percent and 11.57 percent of the value of the product, 
depending upon which particular standard is used for purposes of the comparison. 
That such a payment is reasonable is abundantly demonstrated by examples of 
royalties paid over recent years for a number of other minerals. 





| 





ral 
rals 


unt 
the 
rals 
2 of 
kel, 
hat 
‘ent 
1947 
s to 


pon 
ined 
ling 
ckel 
that 
d in 
red, 
ised 
ywer 
ickel 
und. 
ig to 
pay- 
itent 
irely 


ught 
ining 
sits. 

and 
hout 
. Co. 
rhich 
alties 
) the 
Lickel 
ntage 


.0947 
ently 
‘ty in 
oal & 
famil- 
mode 
other 
| with 
ploita- 
inna’s 
cents 
v. Co. 


ide to 
ind of 
erator 
which 


nts to 
oduct, 
arison. 
ples of 


DISPOSAL PROBLEMS OF NICKEL PLANT AT NICARO, CUBA 183 


We consider first the case of sulfur, because it is the mineral with which we 
are most familiar. What applies to sulfur will apply a fortiori to nickel, since 
sulfur is by no means so scarce or so valuable as nickel and since sulfur, like 
nickel, requires a large and costly installation to recover the product. 

In 1949 Freeport took a lease on Hull dome in Texas and agreed to pay a basic 
royalty of $3 per ton (which was 16% percent of the gross value of the sulfur) plus 
an escalation for price increases. In 1951 Freeport took a lease on a property at 
Nash dome in Texas. In order to obtain this lease it was necessary for Freeport 
to obligate itself to pay a royalty of $3 per ton on the sulfur produced plus 124 
percent of the selling price above $24. Sulfur was at that time selling at $22 
per ton so that what Freeport agreed to pay was almost 14 percent of the gross, 
plus escalation. In the same year Freeport took a lease on a number of domes 
in Louisiana and agreed to pay basic royalties of $2.75 per ton plus 40 percent of 
the net profits. In 1955 Freeport took a lease from the State of Texas on an 
off-shore prospect known as San Luis Pass. In order to obtain this property 
Freeport paid more than $1 million cash bonus to the State and, in addition, 
agreed to pay a basic royalty of 124 percent of the value of the sulfur produced. 
In all of these arrangements Freeport had to agree to pay royalties in excess of the 
payment presently under consideration, even though these properties had not yet 
been proven to contain commercial sulfur. In this respect they were quite different 
from the N.N.Co. mines which are proven properties and were proven when the 
present rate of ore payment was determined. 

Special mention should be made of the most recent arrangement made by 
Freeport, namely, an agreement concluded in September 1956 with Humble Oil & 
Refining Co. for the development of the Grand Isle sulfur deposit. This ar- 
rangement involved a commitment by Freeport to build a plant out at sea 6 miles 
from shore, an installation of a size and complexity never before attempted, under 
conditions involving great risks as well as an-expenditure of the order of $30 
million. Freeport took an assignment of lease from Humble and agreed not only 
to assume the payment of a basic royalty of approximately $3 per ton to the 
Federal Government—which alone amounted to almost 11 percent of the gross 
value of the product—but, in addition, to pay Humble 50 percent of the net 
profits derived from the operation. 

These instances give some measure of what is considered a fair payment for 
a product which is in good supply and which has not, like nickel, been so scarce 
that it sold recently in the gray market at 3 or 4 times the so-called market price. 
They are quite characteristic of trades which Freeport has made with great 
frequency over a long period of years—trades that can be considered common- 
place in the mineral industry. 

Petroleum, which like sulfur is by no means so searce as nickel, furnishes another 
example. Freeport, which is itself actively engaged in the oil business, knows of 
no areas in the United States today where even wildcat territory can be leased 
for less than 12'4 percent of the gross. Indeed, Congress itself has set this figure 
as a minimum royalty for oil leases on the outer Continental Shelf, and it should 
be noted that this is a royalty for wildcat territory and not for a proven reserve. 
The fact is that royalties of 16% percent of the gross are becoming increasingly 
common, and many companies (Freeport among them) have regularly made 
leases involving payments in excess of 25 percent of the gross. 

Natural gas is often produced in association with oil; but the owner receives 
his royalty on the proceeds of the sale of this gas as well as on the oil. If the 
operator elects to extract from the natural gas, before the sale of the gas as such, 
liquid products such as distillates and butanes, and builds an expensive installa- 
tion for such extraction, the property owner still receives the stipulated royalty 
on the proceeds of the sale of these products—as well as on the final sale of the 
natural gas which requires no processing—although he pays no part of the cost 
of the installation or operation of these facilities. 

During World War II, bauxite royalties in Arkansas ranged from as low as 
40 cents per ton on low-grade ore, which sold for $4 per ton, to as high as $1.25 
per ton on high-grade ore, which sold for $8 to $9 per ton. Percentagewise these 
royalties are in the range of 10 to 15 percent of the sales value of the ore. More 
recent bids received by the State of Arkansas for leases on public lands offer 
bauxite royalty rights at between $1.55 and $1.86 per ton on high-grade ore having 
a market value of $7 to $8 per ton. Percentagewise these rates are over 20 per- 
cent of the market value of the ore. 

The usual royalty on open pit iron ore in the Lake Superior region is from 15 to 
35 percent of the f. o. b. mine price. There are some instances of royalties as high 
as 50 percent of the mine price. For underground ore where extraction costs are 
considerably greater, a more usual royalty is 20 percent of the mine price. 
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A number of iron ore lease agreements on the Mesabi Range were made between 
private individuals and operating companies during the period 1947-50. The 
royalties on these leases vary from a maximum of 27'4 percent of f. o. b. mine 
market price to a minimum of $1 per ton plus 15 percent of the f. o. b. mine 
market price in excess of $5 per ton. This minimum, based on an f. o. b. mine 
market price of approximately $7.50 per ton in 1957, is equivalent to 18.3 percent 
of the mine market price. 

Minimum royalties for iron ores on State lands in Minnesota, with escalation 
based on lower lake market value of iron ores, were established by law H. F. 1542 
of 1951. In 1957 the minimum royalties acceptable on public bids for State lands 
had increased through escalation to $0.87, $1.02, and $1.18 per ton for schedule 1, 
2, and 3 iron ores. These minimums, based on an f. o. b. mine market price of 
approximately $7.50 per ton in 1957, range from 11.6 to 15.7 percent of the mine 
market price. As an indication of the royalties which are actually being paid on 
State of Minnesota leases, it should be noted that during the period 1949-51 three 
iron-ore mining companies obtained State leases based on bids providing for 
royalties ranging from $1.86 to $2.62 per ton. As a result of escalation, the cur- 
rent royalties payable to the State of Minnesota on these same leases range from 
$2.57 to $3.61 per ton. Based on anf. o. b. mine market price of approximately 
$7.50 per ton in 1957 the State of Minnesota is receiving on these leases royalties 
equivalent to 34 to 48 percent of the mine market price. 

While it is recognized that the capital investment needed to produce petroleum, 
bauxite, or iron ore is not so great as in the case of nickel, it should be noted that 
these minerals bear a substantially higher royalty rate despite the fact that 
commercial deposits of such minerals are by no means so scarce as deposits of 
nickel. 

It should be pointed out that the amount which the Government pays N. N. Co. 
is not only a payment for the ore but is in part a payment for the use of processes 
which Freeport developed and without which the plant could not have been built 
and could not now be operated. It should also be pointed out that the payment 
is based solely on the nickel contained in the ore, and nothing is paid for the 
valuable iron, cobalt, and chrome which the Government hopes ultimately to 
extract. 

It would seem abundantly clear, therefore, that in any view of the matter the 
ore payment made in the present case is a fair and reasonable one and in no sense 


“excessive” or “‘exorbitant.’”’ Upon what grounds, then, has the contrary been 
asserted? 


1. The cost of the ore deposits 


It is difficult to believe that anyone would seriously contend that the value of 
a property today should be measured by its cost 18 years ago; yet this is precisely 
the principal argument which has been made by some Government officials. 
This argument is like saying that the fair value of a share of stock today is the 
price paid for it 18 years ago. Stated differently, saying that the ore payment 
should be measured by the cash consideration paid for the ore properties is like 
saying that a man who buys a piece of land upon which a producing oil well is 
subsequently drilled ought to be willing to sell it for the cost of the land, even 
though the single well may have proved the property to be worth millions of 
dollars more than the investment in the land. It is important to note that it was 
the efforts of Freeport, and not the mere passage of time or the efforts of others, 
which gave these properties the great value they possess today. While it is true 
that the Government provided the funds for the construction of the Nicaro plant, 
if it had not been for Freeport’s imagination and perseverance in developing the 
processes, testing them in the pilot plant, designing and building the commercial 
plant, and placing it in successful operation, the ore deposits would be worth no 
more today than they were 18 years ago. 

N.N.Co.’s position with respect to the subject of its investment was summarized 
in a letter which Mr. Williams wrote on June 29, 1956, to Mr. Ira D. Beynon, 
special assistant to the Administrator of GSA, in which Mr. Williams said: 

“In my conversation with you, you made some reference to the purchase price 
which we had paid for our ore properties, and you suggested that this price should 
have something to do with determining whether the amount which the Govern- 
ment is paying us is fair and reasonable. I must tell you that we do not consider 
that there is any connection whatever between the two things, and T think that 
upon reflection you will agree that this is the case. If you own a piece of land 
and someone (whether it be the Government or somebody else) comes along and 
wants to buy it, I am sure you would expect to receive the present value of the 
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land without regard to what you had paid for it. In this connection it is worthy 
of special note that the value which our properties have is not something which 
has developed through mere lapse of time or through the efforts of others. Our 
properties are of great value because of our research and because of the enormous 
effort we put into designing ard building and operating the Nicaro plant, and if 
it had not been for these activities on our part the properties would have as little 
value today as they had at the time we acquired them.”’ 

The point is further illustrated by an example taken from our experience in the 
sulfur industry. A substantial part of the royalty rights at Grande Ecaille, our 
principal sulfur mine at the present time, is owned by the heirs of one of the original 
landowners. This landowner bought the land in 1927 for approximately $67,000. 
Shortly thereafter he sold the surface rights for substantially more than he had 
paid for the entire property, with the result that before the first well was drilled 
his investment was less than zero. Since 1934 Freeport has paid his heirs and 
assigns very substantial royalties—royalties which have amounted to as much as 
$1 million in a single year. It would never have occurred to Freeport that it 
would be entitled to ask for a lower royalty because the amount paid was large in 
relation to the original investment. 

We do not know the total extent of N. N. Co.’s investment in these properties. 
In addition to the fact that the amount of the investment is irrelevant, its extent 
would be impossible to calculate because N. N. Co.’s investment in the ore deposits 
must be measured not only in terms of cash acquisition cost, but in terms of years 
of application of the time, thought, effort, research, and know-how of an experi- 
enced and competent organization. 


2. The scale of mineral royalties in general 


We have demonstrated in one of the preceding sections of this memorandum 
that the amounts which the Government is presently paying for the ore taken 
from these properties is well within the range of royalties customarily paid for 
minerals which are neither so scarce nor so valuable as nickel. We have likewise 
shown that the amounts paid by the Government are very much less than the 
royalties which Freeport itself has paid and is today paying under its own lease 
agreements. For the most part, those Government officials who have expressed 
criticism have simply said in this connection that the payments were ‘‘excessive”’ 
or “exorbitant’’ without attempting to say why. 

During the course of one of the discussions on this subject, N. N. Co. in January 
1957 offered voluntarily, as part of a proposal for an overall modification of the ore 
contract, to reduce the rate of payment to 10 percent of the value of the products 
recovered from the ore. On February 8, 1957, Mr. Williams wrote to Mr. Franklin 
G. Floete, Administrator of GSA: 

‘“‘When I had the pleasure of seeing you in your office last week I told you that I 
would write you in support of the position which I took with respect to the rate of 
payment for the ore taken from the Nicaro mines for the Government plant. I 
appreciated very much your saying that you recognized that I was convinced that 
our proposal—that we be paid 10 percent of the value of the products recovered 
from our ore—was a fair and reasonable proposal but that you, not having spent 
all your life in the mining business, did not know of your own knowledge whether 
it was or not. You told me that if you could be satisfied that this was a fair rate 
you would have no problem in accepting it. I hope this letter will accomplish 
that result. 

‘“‘What a businessman is willing to pay for ore is based upon the same con- 
siderations that determine the price he is willing to pay for anything else, namely, 
the possibility of making a profit. The price he is willing to pay therefore de- 
pends upon a number of factors which include the following: 

‘‘(a) The grade of the ore: With nickel selling at 74 cents a pound, it is obvious 
that a ton of ore from which 21 pounds of nickel can be produced is worth a great 
deal more than a ton of ore from which only 18 pounds of nickel can be produced. 

“‘(b) Whether the property is merely a wildcat prospect or a developed ore 
reserve: People will pay much more for a proven ore body than they will for 
something which is merely speculative. The Department of the Interior, in 
issuing mineral leases on Federal lands, follows this principle and sets higher 
royalties on lands which have been proven by exploration. 

“‘(c) The quantity of ore available: Nobody can afford to build a large and 
costly treatment plant unless there is enough ore to support a long operating life. 

‘‘(d) Whether there is a proven process for treating the ore: Ore for which a 
process must be found is necessarily worth much less than one for which a process 
has already been developed. 
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““(e) Accessibility: Ore which must be hauled great distances, or which requires 
large investment in railroads or other means of transportation, is necessarily 
worth much less than ore which lies in the vicinity of the plant. 

““(f) Scarcity—or the relationship between the demand and the supply avail- 
able—and this is the most important factor of all. Obviously, a businessman 
considering what price to pay for ore knows that he must pay a much higher price 
for something that is not generally and easily obtainable than would be the case 
for something like sand or limestone that is in plentiful supply and can be obtained 
from a number of sources. 

“T think it should be recognized that nickel is one of the most valuable and 
sought after of all minerals and that many of the most wealthy and important 
mining companies throughout the world are actively searching from nickel deposits. 
Our nickel mine at Nicaro is obviously a most valuable property and yet the price 
which the Government is paying for our ore is lower than could be justified on the 
basis of its intrinsic value or on the basis of royalties which are customarily paid 
in mineral contracts. This can be demonstrated by examples taken almost at 
random throughout the mining industry. * * *” 

Mr. Williams followed with a series of examples, most of which have already 
been set forth in this memorandum. 

In the discussion which preceded this letter Mr. Floete had said that he intended 
to have an objective study made for the purpose of ascertaining whether the new 
rate of payment which had been proposed was fair and reasonable. Mr. Floete 
replied to Mr. Williams’ letter on June 21, 1957, stating that the study had been 
completed and summarizing its findings. That Mr. Floete was seriously misin- 
formed in preparing his reply is demonstrated by the following excerpts from a 
letter which Mr. Williams wrote to Mr. Floete on July 3, 1957: 

“T have been looking forward to receiving your reply, hoping that, in the time 
that has intervened between the 30th of January and the present, a careful study 
would have convinced you of the fairness of my proposal or, in the alternative, 
you would have facts, precedent or custom to support a contrary conclusion. 
I am extremely sorry to have to tell you after reading your letter of June 21 that 
it is apparent that you have been furnished information which is incorrect in 
certain instances and seriously misleading in others. Moreover, a number of the 
statements made in your letter are totally unsupported. In this connection I 
must take the liberty of pointing out to you that in my letter of February 8, 
1957, I referred to the terms of various sulfur leases made by Freeport all of which 
terms could have been verified from our records, most of them from public records. 
I referred also to Federal regulations with regard to oil royalties which could 
readily have been verified. When I referred to contracts made by various mining 
companies, these were all matters which readily could have been verified from 
published reports, and I gave you the references to two of such reports. In 
your letter, on the contrary, you merely say ‘we have found’ without giving the 
source; ‘we are informed’ without giving the basis of your information; and ‘it is 
our understanding’ without giving the ground for such understanding. I therefore 
must tell you with all respect that your letter is completely unpersuasive and, in 
fact, your failure to produce persuasive facts or arguments only confirms me in 
my previous conviction that any fairminded man of experience in mining matters 
would know that the proposal I made to you was an extremely fair and reasonable 
one. Furthermore, much as I dislike a continuation of this long drawn out con- 
troversy with your agency I cannot, for the record, leave unchallenged the 
inaccurate and misleading statements in your letter and therefore must comment 
on them in detail. 


* * * * * * * 


“Immediately following your statement regarding net profits you proceed to 
state that the leases on Indian lands in Oklahoma provide for ‘a royalty of 10 
percent of the net received from the products sold,’ and you refer to lead and 
zine concentrates. Obviously your letter was intended to convey the impres- 
sion that these leases provide for a royalty of 10 percent of the net profits, because 
it was net profits to which your letter had just referred. It is apparent that you 
have been misled in this matter. If you will refer to section 186.15 of title 25 
of the Code of Federal Regulations, you will find that the provisions relating to 
the leasing of Indian tribal lands for lead and zine provide for a royalty of not less 
than 10 percent to be computed on the value of ores and concentrates as shown 
by reduction returns [that is, smelter returns] after deducting freight charges to 
the point of sale. Section 183.23 of title 25, relating to lands of members of the 
Five Civilized Tribes, Oklahoma, contains identical provisions. In other words, 
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these regulations provide for a royalty of not less than 10 percent of the net 
proceeds, and not 10 percent of the net profits. It is altogether misleading to sug- 


gest that a royalty of 10 percent of the proceeds is the same thing as a royalty 
of 10 percent of the profits. 


* * * * * * *” 


“Your letter states that the royalties which we have received are three times 
the net profit received by the Government, but you furnish no supporting data 
for this statement. Indeed, you have not even furnished the basis on which your 
calculations have been made; and such information as is available to us compels 
the conclusion that the calculations are not correct. For example, the GSA 
report on Nicaro made in August 1953 indicated that you were transferring the 
finished product to the Government stockpile at a price of 41.5 cents per pound, 
while at the same time you were making sales to private industry at prices which 
ranged from 50.75 cents to 61.75 cents per pound. During the same period, as 
we all know, nickel sold in the world markets at prices very substantially higher 
than any of these prices. Your own recent statement (dated May 21, 1957) 
before the Joint Committee on Defense Production indicates that during the 
period 1952-56 sales to the stockpile were made at production costs which, in- 
cluding amortization, represented an average price of 45.3 cents per pound while 
sales to industry were made at prices averaging 57.8 cents per pound. In view 
of these published statements, I must assume that your statement regarding the 
net profit received by the Government was arrived at by pricing that portion of 
the total product which went to the stoc*pile on the basis of cost of production 
rather than upon market value. I would not consider it proper for the Govern- 
ment, for reasons of its own, to calculate the income of a substantial part of this 
operation in such an unreal and arbitrary manner, and then to use this peculiar 
method of accounting as a reason why we should reduce the payment provided 
in the contract.” 

When GSA was seeking to persuade N. N. Co. to reduce the payment provided 
in the contract, it calculated its profit by pricing the portion of the product 
which went to stockpile on the basis of cost of production rather than upon 
market value. However, when it was seeking to attract prospective bidders for 
the lease or sale of the Nicaro plant (as in the financial report which it issued 
under date of December 31, 1957), it added the following footnote to the financial 
statement: 

‘Sales during the period from January 1, 1952, to June 30, 1956, include 
23,943,241 pounds of powder (contained Ni+Co) and 17,246,318 pounds of 
sinter (contained Ni+Co), which was solid to United States Government at cost. 
of $18,677,553.76. If these sales had been made at the same price (market) as 
sales to industry for the same periods, the total sales of $93,157,937.36 would 
have been increased by $4,891,560.43, or a total of $98,049,497.79. Since no 
additional cost would have be-n incurred, the profit of $9,369,832.86 would have been 
increased to $14,261 ,393.29.”’ 

We do not believe. therefore, that there has been any effective reply on the 
merits to our demonstration that the amounts which the Government is presently 
paying under the N. N. Co. ore contract are well within the range of royalties 
customarily paid. 


8. The cost of other Cuban ores 


One of the contentions advanced by 1 or 2 Government officials is that the 
‘excessive’ character of the ore payment is demonstrated by the fact that the 
Government is able to purchas2 other Cuban ores at a lower price. One may well 
ask: if the Government is able to prchase other ores at a lower price, why does 
it not do so instead of paying N. N. Co. at a rate which certain of its officials 
consider to be excessive? There are a number of answers to this question, but 
the most important reason is that the Government is not able to purchase at a 
lower price ores of similar grade and quantity and ha.ing equal accessibiiity and 
other equally desirable characteristics. 

To say that the Government is able to purchase “ore” at a specified price per 
ton is utterly meaningless unless you know what kind of ore is being discussed. 
To think that ‘‘ore is ore’’-—when 1 ton of ore may contain 10 times as much 
mineral as another—is just as absurd as to think that one share of stock is the 
same as another when one sells at $100 and the other sells at $10, or to think 
that 1 acre of land is the same as another when the first acre produces 10 times 
as much wheat as the other. 
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In a letter which he wrote to Mr. Beynon on June 29, 1956, Mr. Williams 
summarized the factors to be taken into account in comparing ore deposits: 

“T assume that what your staff will do will be to make a thorough analysis 
of the ore that is available to the Nicaro plant, taking into account the grade of 
the ore, the chemical and physical properties of the ore, the extent of the ore 
deposits in each category, the location of the deposits, and the cost of mining and 
delivering the ore to the Nicaro plant.” 

The Government has made purchases of ‘‘ore’’ at prices ranging from 5 cents 
per ton to 8 cents per ton (as against the price of $1.70 per ton presently paid 
under the N. N. Co. contract). eaving aside entirely such factors as the remote 
location of such ore, its quantity and its amenability to processing without 
admixture with other ores, and confining ourselves solely to the matter of difference 
in grade, it is interesting to note that the purchase agreements in question all 
contain provisions under which the seller merely guarantees a nickel grade of 
1.1 percent in the case of a portion of the ore and 1.2 percent in the case of the 
remainder. If we take the larger of these 2 figures, it is apparent that the pur- 
chaser’s only assurance is that it will have nickel of a grade of 1.2 percent. On 
the basis of the present market price of nickel a ton of ore which contains 0.01 
percent less nickel than another ore will be worth 10 cents less than the other ore 
in terms of ultimate product value. Since the N. N. Co. ore in the vicinity of 
the Government plant averages over 1.42 percent nickel as against the grade of 
1.2 percent specified in the purchase agreements above mentioned, and since 
a ton of ore of 1.42 percent grade will produce a net return of $2.20 more than a 
ton of 1.2 percent grade, it is easy to see why the Government has been able to 
purchase the latter ore at a price of a few cents per ton.’ 

It is not equally easy to see why a low price paid for inferior ore should lead 
to the conclusion that the price paid for N. N. Co. ore is “‘excessive.”’ 

Despite an expenditure of over $2,700,000 in the acquisition and development 
of its own mining properties, the Government has been able to develop only about 
10,250,000 tons of what we consider to be commercial ore. Moreover, all of this 
ore is at remote locations and the Government has already spent more than 
$3,250,000 in the process of building a railroad to reach some of this ore. This 
figure does not include the cost of many capital items which will be required to 
make all of this ore available for mining; nor, of course, does it include the addi- 
tional operating and transportation costs which will be involved in mining the 
ore and bringing it to the plant. The very fact that the Government has gone 
to such lengths and spent such large sums in looking for and acquiring its own 
reserves and has ended up with only 10,250,000 tons of commercial reserves con- 
taining 1.35 percent nickel (as compared with more than 50 million tons of com- 
mercial reserves containing 1.42 percent nickel for N. N. Co.) is, in itself, added 
evidence of the unique and special value of the N. N. Co. deposits. Our engi- 
neering estimates show that the Government will, under a most conservative estimate 
of the cost of delivering ore from the Government's properties, save only 1.4 cents per 
ton of ore as against the present cost of taking N. N. Co. ore and this saving will be 





6 A difference of 0.01 percent in grade means a difference of 0.2 pounds of nickel per ton of ore. On the 
basis of a 75 percent recovery, 0.15 pounds of nickel out of the 0.2 pounds will be recovered. With nickel 
oxide selling at 70.25 cents per pound, 0.15 pounds of nickel oxide are worth 10.5 cents, After allowing for 
the incremental cost of producing and packaging the extra product, the added nickel recovered means 
a net return of approximately 10 cents. 

7 Of course, to the extent that the ore contained in the properties so purchased was found to contain nickel 
of a grade higher than 1.2 percent the potential net return from such ore would increase as above noted. 
What is significant is that in return for a purchase price of a few cents per ton the purchaser had no obligation 
to deliver ore of a higher nickel grade than 1.2 percent. 

® As stated in a detailed memorandum dated October 19, 1956, entitled ‘“Nicaro Nickel Co. Analysis of 
Comparative Ore Situation in Levisa Area Tributary to the Nicaro Plant,’’ submitted to Mr. Beynon by 
Mr. Williams with his letter dated October 22, 1956, we classify as commercial ore only those tonnages which 
satisfy the following requirements: 

(1) The nickel grade must be sufficient. The present operators have taken the position that the nickel 
grade of plant feed should average at least 1.31 percent Ni and for purposes of this analysis we accept this 
specification. 

(2) Tonnages must be large enough to warrant large-scale mining operations and extension of transporta- 
tion facilities. 

(3) Ore must be thick enough to allow for large-scale mining and to avoid excessive dilution. 

(4) Iron grade in any appreciably large segment of the reserves should be at least 34 to 36 percent Fe, 
because experience shows that a lower grade of iron means lower throughput and lower recovery. 

(5) Estimates of grade should include corrections for weight factor differentials and for dilution in mining 
in order to present a realistic picture. 

(6) Tonnages should lie in areas of relatively low relief where large-scale mining methods can be used 
and where large trucks can operate efficiently. 

(7) Tonnage blocks should be located sufficiently close to established transportation facilities to assure 
relatively low transportation costs. 

(8) Tonnages must be established by sufficiently close drilling to assure reliability. 

The memorandum demonstrates that if these specifications, which we believe to be required by sound 
engineering practice, are applied to the properties purchased by the Government, the result must be the 
elimination from commercial consideration of some 32 million tons of the ore claimed by the Government. 
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wiped out if the cost of completing the railroad proves by even a small margin to be 
greater than the present estimates. Moreover, the cost of delivering ore from the 
Government’s property would exceed by more than 36 cents the cost of taking 
N. N. Co.’s ore under the modified formula discussed infra at pages 36-38. 

These, then, are the grounds upon which it has been asserted that the present 
ore payment is “‘excessive.’’ Before concluding this phase of the discussion it 
may be pertinent to inquire (1) whether there is any evidence as to what others 
might be willing to pay for the ore, and (2) whether the present payment has been 
so burdensome as to affect the commercial attractiveness of the operation. 


What others are willing to pay 


While there is no active trading in properties of this kind and consequently 
no extensive evidence of what others would be willing to pay for similar ore, 
there has been one significant instance in which other parties, dealing at arm’s 
length, have been ready, willing, and able to pay more than the Government is 
presently paying. 

Washington Steel Co., acting for itself and certain other well established 
companies, came to N. N. Co. and stated that it would like to take steps looking 
toward the establishment of a ferro-nickel project in Cuba; and it asked whether 
we would be willing to let it take ore from one of our mines in Cuba. Since 
nickel was in short supply and the project would serve an important function for 
both defense and civilian purposes, we indicated that we would be glad to co- 
operate. Washington Steel desired in the first instance to establish a pilot-plant 
operation to test the proposed process, but before proceeding with the pilot plant 
it wished to have assurance that it could obtain adequate supplies of ore on 
reasonable terms for commercial operation in the event that the pilot-plant work 
proved satisfactory. In late 1956 we arrived at an understanding with Wash- 
ington Steel as to mutually satisfactory terms for the sale of our ore. These 
terms provided for payments at a rate in excess of the rate at which the Government 
was paying for the ore taken by it. Shortly thereafter, however, Washington 
Steel advised us that it would not be able to proceed. The reason Washington 
Steel was not able to proceed was that it could not obtain ore for its pilot plant 
without the cooperation of Mr. Beynon; and the reason Mr. Beynon was unwilling 
to furnish such cooperation was that he felt that the ore payments which Wash- 
ington Steel was obligating itself to make would embarrass him in his claim that 
the smaller payments which the Government was making to us on ore taken for 
the Nicaro plant were unreasonable or excessive. 

Subsequently Mr. Beynon wrote us a letter stating that these people desired 
to purchase some of the ore on one of our claims and that he desired to assist 
them and was disposed to sell them the ore at the Government’s cost, and asking 
whether we had any objection to this sale. We replied in a letter which reviewed 
the entire history of this matter, pointed out that Mr. Beynon had blocked the 
prior negotiations because he was afraid that the willingness of Washington Steel 
to make the larger payments would embarrass him in his claim that the payments 
made to us by the Government were unreasonable or excessive, and offered to sell 
the ore in question direetly to Washington Steel instead of through the Govern- 
ment as proposed by Mr. Beynon. Our letter said: 

“Since you state that you are interested in assisting these people in their efforts, 
we assume that you will not want to object to our making the ore available if it 
can be done without interfering unduly with your other operations. 

‘‘Washington Steel has indicated that the price we propose to charge it for the 
ore both for the pilot plant and for a commercial plant is satisfactory to it, and 
that, because of its desire to have an assured source of supply in the event the 
pilot-plant work is successful, it is interested in entering into an agreement with 
us along the lines I have indicated. : 

‘‘My reply to your question accordingly is that we have no objection to making 
our ore available to these people for the pilot-plant work provided you make it 
clear that you have no objection to their executing the proposed letter of intent. 
Will you please let me know your wishes in the matter.” 

No reply was ever received from Mr. Beynon. 

Equitable considerations 


We have already spoken of the enormous strategic value, as evidenced by the 
Paley report, of the Cuban laterites as a future source of nickel for the free world. 
We have already spoken of the fact that it is the contributions of Freeport and its 
affiliated companies which have given these properties the great value which they 
possess today and without which the properties would be worth as little as they 
were generations ago. The contribution from the point of view of the national 
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interest and national defense is no less significant. As was stated in the GSA 
report on Nicaro dated August 1953 (reprinted in Hearings Before the Subcom- 
mittee <, Independent Offices of the House Committee on Appropriations, 
supra, p. 4): 

“Twice when the security of the United States has been at issue Nicaro nickel 
has helped the Nation meet critical deficits in the vital armament metal. The 
role of Nicaro in national defense has received farsighted recognition by the Senate 
Committee on Armed Services.” 

We may inquire whether the ore payment has made it impossible for the 
Government to operate at a profit. Any claim of hardship can hardly be reconciled 
with the testimony which Mr. Floete gave before the Joint Committee on Defense 
Production on May 28, 1957, when Mr. Floete said: 

“Mr. Fioete. Sir, that matter will be finally determined, we hope, sometime 
this summer. We just extended the present operating contract until December 
31, 1957. The plant is operating at a substantial profit right now. The first 
3 months of this year they made approximately 27 percent on sales, after a very 
substantial charge for depreciation. It is a successfully operating plant.’’ (Defense 
— Act Progress Report No. 39, 85th Cong., Ist sess., May 28, 1957, 
p. 33). 

Nor can it be reconciled with the annual report of the Administrator of General 
ereeae for the fiscal year ended June 30, 1957, in which the following statement 
is made: 

“Through these accomplishments, Nicaro not only has become the second 
largest producer of nickel in the free world but has proved its capabilities as a 
successful and commercially profitable industrial enterprise’ (p. 70). 

That this profitable condition has continued is shown by the financial report 
which GSA has submitted to prospective bidders for the Nicaro plant, for the 
data contained in this statement show that for the first half of the fiscal year 
1957-58 the Government’s profit after all charges (including the ore payment) 
amounted to 16.4 cents for each pound of nickel.® Finally, for the purpose pre- 
sumably of showing what an attractive commercial prospect the Nicaro plant 
offers, Mr. Beynon late last November sent prospective bidders a telegram stating 
that the plant had produced a net profit of $750,000 in the month of October alone. 

Any notion, therefore, that the ore payment is an obstacle either to the success- 
ful operation of the plant or to its disposition by the Government seems hardly 
inferable on the basis of the record. 


N. N. CO.’S ATTITUDE OF COOPERATION 


Despite N. N. Co.’s deep conviction that there is nothing unfair or unreason- 
able about the ore payment, N. N. Co. has not adopted an intransigent attitude 
with respect to this problem. On the contrary, it has shown every disposition to 
discuss this matter in a friendly and cooperative manner. Its officials have made 
numerous trips to Washington and have met repeatedly with Government 
officials. They have written numerous letters and memoranda, some of them at 
a cost of many days of time, in an effort to assemble the pertinent facts and present 
them in a simple and understandable fashion. From the outset our attitude has 
been as was expressed in a letter which Mr. Williams wrote to Mr. Russell Forbes, 
Acting Administrator of GSA, on March 5, 1953: 

‘““* * * While | am glad to come down and discuss this matter with GSA I feel 
that it is important that my willingness to discuss it should not be misunderstood. 
My attitude has always been that if at anv time people with whom we do business 
feel that the terms are not satisfactory we are glad for them to tell us so and to 
receive with an open mind what they have to say. There have been times in the 
past where we have adjusted binding contracts because the circumstances changed 
and the contracts seemed to become unfair. The Nicaro contract is in my opinion 
not in that category. I do not feel the terms are too high, or unusual, or unfair in 
any way. However, if your representatives feel that they are I hope that they 
will tell us why they think so. I want to make it clear that I consider the present 
terms to be entirely fair and reasonable and to compare favorably from the 
Government’s standpoint with payments customarily made in the mineral 
industry. I hope that my willingness to come to Washington to discuss the matter 
will be understood as representing an attitude on my part of wanting to accede 
to the Government’s request for such a discussion and not as an implication that 
1 feel the terms are unfair.” 


9 It will be noted that the plant has been expanded to produce upwards of 52 million pounds a year, and 
that the full effect of increased operating efficiency has not yet been felt. 
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What is more, N. N. Co. has repeatedly offered to make concessions, not onl 
by reducing the price but also by relieving the Government from a position which 
must give it great concern. The fact of the matter is that the Government does 
not have the right at the present time to ussign the ore contract to a successful 
bidder for the Nicaro plant; that the Government has just spent approximately 
$36 million in ieee the capacity of the Nicaro plant and is now taking ore 
from the N. Co. properties to serve the expanded plant without any legal 
right to do so; tea the ‘Governiaehee right to take ore under the contract with 
N. N. Co. expires in any event in 19 years, and the amount of ore which the 
Government may legally take under that contract plus the commercial ore which 
the Government has purchased elsehwere is insufficient to justify this large 
expenditure made for plant expansion. All of these problems and others Freeport 
has offered to meet in an attitude of cooperation. 

In April 1956 Freeport sent its representatives to Washington for the purpose of 
offering to reduce the ore payment and to make such changes in the contract as 
would eliminate the infirmities in the Government’s legal position. At that 
meeting Mr. Beynon demanded the cost of the mining properties on N. N. Co.’s 
books, saying that he would determine a fair and acceptable royalty after he had 
that figure; that the existing payment was so high that it was impossible to operate 
the Nicaro plant at a profit; and that it might be necessary to close down the plant 
(although at previous hearings GSA representatives had indicated that the plant 
had become a profitable operation and that profits would have been even greater 
if on deliveries to stockpile the operation had been credited with market prices 
rather than production costs), As a result of this approach, no progress was 
made. 


In January 1957 N. N. Co. proposed to Mr. Floete a series of modifications of the 
contract under which: 


(a) The contract would be extended so that there would be a term of 20 years 
from January 1, 1957; 


(b) GSA would be given the right to take ore for the requirements of the ex- 
panded plant; 

(c) The contract would be broadened so as to cover ore deposits owned by 
N. N. Co. in the vicinity of the plant and not covered by the existing contract; 

(d) The contract would be made assignable by GSA with the consent of 
N. N. Co., but such consent could not be unreasonably withheld, the Government 
to remain primarily liable; 

(e) In return for the dedication of such large and important ore reserves for such 
a long period of time the Government would agree that a reasonable percentage of 
the total amount of ore processed in the plant would be taken from the N. N. Co. 
mines; 

(f) The present ore are provision would be modified by substituting a 
provision under which GSA would make payment on the basis of 10 percent of 
the value of all products recovered from the ore. 

Mr. Floete responded several months later with the letter dated June 21, 1957, 
to which we have already referred and which showed that Mr. Floete had received 
a considerable amount of misinformation. Mr. Floete concluded his letter by 
stating that he was unable to accept the proposal. Mr. Williams replied in the 
letter dated July 3, 1957, to which reference has likewise been made and in which 
Mr. Williams concluded as follows: 

“The concluding paragraph in your letter states that you are unable to accept 
my proposal. This proposal was set forth in my letter of January 30, 1957. In 
that letter I stated that we are entirely satisfied with the contract in its present 
form and there is no change in it that we want made. Moreover, we have not 
proposed these changes because we think there is anything wrong with the present 
contract. On the contrary, as you know, it is our firm conviction that the pay- 
ments being made to us under this contract are not unfair or unreasonable in 
any way. We have recognized, however, that the Government is facing certain 
serious problems in connection with the matter of ore supplies for the expanded 
Nicaro plant and we have proposed these changes in an effort to help solve these 
problems in a friendly and constructive way. 

“I am extremely disappointed that all my efforts over many months have not 
resulted in a satisfactory solution of this problem. Feeling as strongly as I do 
about the fairness of my position, I can only conclude that I have not made 
sufficiently clear the points that are so persuasive with me. If you find that there 
are any matters pertaining to this discussion that need clarification and that 


10 See hearings before the Subcommittee on Independent Offices, Committee on Appropriations, 84th 
Cong., 1st sess., on Independent Offices Appropriations for 1956, August 1, 1955, pp. 71, 92. 
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accordingly a further discussion between us would be helpful, I shall be glad 
to come to Washington to see you.” 

Subsequently Mr. Herbert A. Bergson, uttorney for N. N. Co., was authorized 
to enter into negotiations with GSA representatives looking toward the formula- 
tion of a proposal which Mr. Bergson would be willing to reeommend to N. N. Co. 
At the same time a number of GSA representatives were authorized by Mr. Floete 
to enter into negotiations with Mr. Bergson looking toward the formulation of a 
proposal which they in turn would be willing to recommend to Mr. Floete. There 
ensued extensive negotiations which resulted in a proposal which Mr. Bergson 
recommended to N. N. Co. and which the GSA representatives unanimously 
recommended to Mr. Floete. This proposal involved the following points: 

(a) The existing contract would be extended to March 11, 1978. 

(b) The contract would be broadened so as to cover ore from all claims owned 
by N. N. Co. in the vicinity of the Nicaro plant. 

(c) The Government would have the right to assign the contract to a lessee or 
purchaser of the facilities, remaining principally liable for performance of the 
contract. 

(d) The Government would have the right to take ore for use in the existing 
facilities or any expansion thereof. 

(e) In return for the action of N. N. Co. in dedicating such large and important 
ore reserves for such a long period of time, the Government would be obligated 
to take from N. N. Co. properties two-thirds of all ore processed through the 
facilities." 

(f) For all tonnages up to the required minimum the ore payment would be 
reduced to a basic rate of 8.85 percent of the value of the products recovered 
from the ore (with lower percentages to be applicable in certain cases to serve 
as an incentive to increased plant efficiency and to recovery of additional 
products). 

(g)_ For ores taken in excess of the required minimum the ore payment would 
be 7.5 percent (with corresponding incentive reductions as above stated). 

(hk) The Government would have no right to terminate the contract.!? 

Despite the unanimous recommendation of his representatives, Mr. Floete 
found this proposal unacceptable and he rejected it in a letter which he wrote 
Mr. Williams under date of December 10, 1957. This proposal would have pro- 
tected N. N. Co. against the risk of cancellation after its ore bodies has been 
depleted to such an extent that they could not support another project and at 
the same time would have made possible substantial savings to the Government. 
If after 1957 the Government were to take from the N. N. Co. properties for 
processing in the plant the same amount of ore as it took in 1957, the proposal 
which Mr. Floete rejected would have resulted in a saving to the Government, 
on the basis of existing nickel prices of almost $1 million a year." 


CONCLUSION 


The contract now in question was made in good faith 16 years ago. The terms 
of the contract were and are fair and reasonable, as has been demonstrated by 
abundant precedent as well as by logic. Nevertheless, N. N. Co., although under 
no legal or moral obligation to do so, has offered to make numerous concessions to 
the Government, but the Government representatives have not seen fit to accept 
these offers of cooperation even though they would have resulted in substantial 
savings to the Government and would have solved various problems with which 
the Government is now confronted. 





il This proportion was determined on the basis of the agreement by the GSA representatives that the 
ore reserves of N. N. Co. were more than double the largest amount of Government ore which (under the 
reasoning of the Government representatives and after resolving all doubts in their favor) could be con- 
sidered as suitable feed for the plant. On the basis of the comparative ore reserve positions of N. N. Co. 
and the Government, N. N. Co. was entitled to a provision that not less than two-thirds of all ore processed 
through the Nicaro plant should come from its properties. 

12 A right to terminate would expose N. N. Co. to the risk that the operator of the Nicaro plant would 
take a portion of the N. N. Co. ore and then terminate the contract, leaving N. N. Co. with an amount of 
ore insufficient to support another project. Thus, a termination provision would seriously jeopardize the 
value of N. N. Co.’s ore bodies. 

13 It is of interest that this proposal would result in approximately the same ore payment as a revision 
of the existing formula under an approach which was developed by a Government expert in 1953 but which 
was never proposed to N. N. Co. A comparison of these two formulas is made in appendix A. 
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ApprenpiIx A. ANALYSIS OF Views Expressep By GoveRNMENT MINING ENGI- 


NEER, AND CoMPARISON OF SucH Views Wirt Joint ProposaL RECOMMENDED 
tN 1957 By N. N. Co. Arrorney anp GSA REPRESENTATIVES 


In a memorandum of June 4, 1953, Mr. Clarence A. Fredell, a mining engineer 
who was then Acting Director, Foreign Expansion Division, DMPA, and who is 
now with GSA, presented to Mr. Edmund F. Mansure, then Administrator, GSA, 
his analysis of the ore payment formula for N. N. Co. ore. This memorandum 
is reprinted at pages 153-55 of Defense Production Act Progress Report No. 33 
of August 3, 1955, of the Joint Committee on Defense Production, 84th Congress, 
Ist session. While we do not agree with Mr. Fredell’s criticism of the existing ore 
payment formula, his approach provides an interesting basis for comparison with 
the proposal recommended late in 1957 by N. N. Co.’s attorney and GSA repre- 
sentatives. 

Mr. Fredell noted that, when Mr. William L. Clayton had set the ore payment 
rate in 1942, he had based it upon a copper contract which he had recently made 
on behalf of the Government. The copper contract involved a base royalty rate 
of 1 cent per pound of copper contained in the ore at a time when copper was 
selling for 12 cents per pound. Applying the same ratio to nickel, Mr. Clayton 
arrived at a base rate of 244 cents per pound of nickel contained in the ore since 
nickel was selling for 30 cents per pound. 

In his memorandum, Mr. Fredell argued that the payment should have been 
based upon the metal recovered from the ore rather than upon the metal contained 
in the ore and stated that since the recovery rate of copper was normally around 
90 percent whereas the Nicaro plant’s recoveries were (as he assumed) only around 
70 percent, the recoverable values of nickel and copper at 1942 prices were in the 
ratio of 1.95:1 (21.0 cents for nickel and 10.8 cents for copper) rather than 2.5:1 
which was the proportion used by Mr. Clayton. Moreover, Mr. Fredell stated 
that capital expenditures for nickel plants were greater than for copper plants 
and on this basis he arbitrarily reduced the ratio of the base rates for nickel and 
copper to 1.75:1. 

In developing his analysis, Mr. Fredell erroneously used a recovery rate of 70 
percent for the Nicaro plant, although in another portion of his memorandum he 
recognized that the correct recovery rate was 75 percent. If he had used the 
correct recovery rate of 75 percent, the ratio of recoverable values obtained would 
have been 2.083:1 (22.5 cents for nickel and 10.8 cents for copper) rather than 
1.95:1. If this ratio is reduced in the same proportion as was used by Mr. Fredell 
to obtain the ratio of 1.75:1 (that is, to allow for the asserted greater capital 
expenditures for nickel plants), the reduced ratio becomes 1.87:1. Hence, under 
Mr. Fredell’s analysis, after correcting his error on the Nicaro recovery rate, the 
ore payment base rate for nickel selling at 30 cents per pound in 1942 becomes 
1.87 cents or 6.2 percent of the price in 1942. 

With respect to escalation, Mr. Fredell arbitrarily selected a rate of five one- 
hundredths of a cent for each cent increase in the nickel price above the price of 
30 cents per pound in 1942, instead of the eight one-hundredths of a cent escalation 
rate fixed by Mr. Clayton. The 24% cents per pound base rate prescribed by Mr. 
Clayton in 1942 was 8.3 percent of the price, and the 8-percent escalation rate 
which Mr. Clayton fixed was the same rate rounded off. Similarly, instead of 
selecting a 5-percent rate of escalation, the logical and fair approach under Mr. 
Fredell’s analysis would be to use for the escalation the same factor as for the 
base rate, namely, 6.2 percent, which may be rounded off to 6 percent. 

Applying Mr. Fredell’s analysis, with corrections for a 75-percent recovery rate 
and a 6-percent escalation rate, the ore payment would be determined as follows: 


Per pound nickel 
BOG POOR. 60 sciss iti stinind os oabaat Yds. odd dieowl.issekaen oe $0. 0187 
Escalation based on present Pittsburgh delivered price of nickel metal 
of 74.9341 cents per pound (74.9341 —30.0) X0.06__._._........---- . 02696 
Rebel «ise ics ewiswiesswas dcsudiiontwsebienn sd icebkenwlaasd 0. 04566 


+ 
The application of this rate to ore containing 1.422 percent nickel (28.44 pounds 
per ton) would result in an ore payment of $1.30 per ton. 
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Under the proposal made by N. N. Co.’s attorney and GSA representatives the 
ore payment for the required minimum tonnage of N. N. Co. ore, at a recovery 
rate of 75 percent, would be 8.85 percent of the value of the products recovered 
from the ore. At a 1.422-percent grade, there would be 28.44 pounds of nickel 
per ton of ore, of which 21.33 pounds would be recovered. Since the price of 
nickel oxide, the form in which the nickel is recovered at the Nicaro plant, is now 
70.25 percent per pound of contained nickel, the recovered value would be $14.98. 
An ore payment of 8.85 percent of this recovered value would amount to $1.326 
per ton, which is approximately the same as the ore payment of $1.30 per ton 
resulting from Mr. Fredell’s analysis as developed above. In addition, it was 
provided in the proposal made by N. N. Co.’s attorney and GSA representatives 
that for all ore taken above the required minimum tonnage the base rate would 
be 7.5 percent instead of 8.85 percent. On the basis of the market price shown 
above, the rate of payment for all ore taken above the minimum would be $1.124 
per ton. If the full annual plant requirements of approximately 2,500,000 tons 


- ore were taken from N. N. Co., the average ore payment per ton would be 
1.259. 


Exuisir 11 
May 10, 1958. 
To: Honorable Jack Brooks, chairman, General Government Activities Sub- 


committee of the Committee on Government Operations, House of Repre- 
sentatives, Washington, D. C. 


Repty to MemoranpumM or Nicaro Nicket Co. CoNceERNING THE ORE Con- 
TRACT WITH THE UNITED States GOVERNMENT, PREPARED BY THE OFFICE OF 
THE SpEcIAL ASSISTANT TO THE ADMINISTRATOR (Nicaro ProJect), GSA 


Our attention has been directed to the memorandum of Nicaro Nickel Co. 
submitted to this committee by the Freeport Sulphur Co. wherein it is sought to 
justify the royalty currently charged by the Freeport Sulphur Co. for its ore at 

icaro. Our position on this controversy has been set forth in oral testimony 
before the committee and by letters introduced in evidence. 

We do not deny that the inspiration for this vast project in Cuba, by which the 
Government of the United States ultimately spent $100 million and from which 
the Freeport Sulphur Co. has reaped a return of over $14 million. and is reaping a 
return on an annual basis in excess of $4 million per year, came entirely from the 
Freeport Sulphur Co. and its officers. 

The nickeliferous ores of Cuba have been known to exist for generations. No 
one had the temerity to make the investment necessary to give them value until 
the United States Government built the Nicaro plant. As a matter of fact, the 
Freeport Sulphur Co. did not even have the courage to pay for the ore deposits 
it had under option in Cuba; they secured the funds for this purpose from the 
United States Government. 

During the original operation of the plant by Freeport Sulphur they complain 
that they received a fee of only $517,000, ‘‘an amount barely sufficient to cover 
expenses.”” The statement may be somewhat misleading as the Government of 
the United States, in addition to paying the fee, paid all expenses, assumed all 
risks, and Freeport Sulphur were reimbursed for their actual out-of-pocket ex- 
penses including all salaries of employees. 

During this period in which Freeport made only $517,000, which understandably 
appears to be a small amount in comparison with the millions they later received, 
the Government of the United States suffered an operating loss of over $3 million, 
Actually, the Government through the RFC made a total investment of $54,943,- 
526.45. From this total investment the Government realized only $16,759,742.56 
from nickel produced. 

There are several approaches to a determination of what may be a reasonable 
royalty. One element to be considered, while not an exclusive criterion, is the cost 
of the ore. We have requested Freeport Sulphur to inform us what this ore has 
cost them. This they have refused todo. Our records indicate a total original cost 
to them of $700,000, which covered their holdings at Moa Bay, as well as Nicaro. 
Added to this amount was the advance by the Government of $1,100,000. From 
this investment the Freeport Sulphur have been paid, to March 31, 1958, the sum 
of $14,017,469.63, in royalties; and still have $100 million worth of ore ip their 
reserves, at the present royalty rate. 


— es 


A 
_—— 


aS Ss 


ib- 
re- 


»\N- 


Co. 


> at 
my 


the 
Lich 
ig a 
the 


intil 
the 
sits 
the 


lain 
over 
it of 
d all 
| @xX- 


ably 
ived, 
lion, 
943,- 
42.56 


nable 
» cost 
e has 
1 cost 
icaro. 
From 
> sum 

their 


DISPOSAL PROBLEMS OF NICKEL PLANT AT NICARO, CUBA 195 


The Freeport brief states ‘it is difficult to believe that anyone would seriously 
contend that the value of a property today should be measured by its cost 18 
ears ago.’ However, we have been informed that within the last few months 
reeport Sulphur purchased from Jones & Laughlin a large ore body in Cuba 
at the price of 10 cents a ton. 

The fact is that the ore deposits of Cuba have little or no value unless they 
are mined and processed and so far no one has had the courage to do this without 
the help of the United States Treasury. 

The ore purchased by the Government of the United States in the vicinity 
of the Freeport deposits cost the Government from 6 cents to 12 cents a ton. 
The Government is now in the process of completing a railroad into these ore 
a which should furnish, for a number of years, the principal ore needs of 

e plant. 

The brief places considerable emphasis on a comparison of royalties paid for 
other minerals. We have asked the Bureau of Mines, who are constantly working 
with these matters, to answer this part of the brief and their discussion is contained 
in their letter to Mr. Floete, dated May 6, 1958, which is hereto attached. 

The eastern part of Cuba contains many million tons of nickeliferous ore, the 
kind now being processed in the plant at Nicaro. The Government of the United 
States was induced to build this plant in the vicinity of the ore owned by Freeport 
Sulphur. This company, therefore, has acquired an advantage due to the location 
of the plant by the Government in the midst of their ore fields and this advantage 
has been exploited to the limit. The plant might just as well have been built in 
a number of other locations where other ores of a similar quality could have 
been processed, in which case the Freeport ores would be of little value now 
or in the near future. 

Under the title ‘What Others Are Willing To Pay” the brief discusses the offer 
of Washington Steel Co., and some associate companies, to purchase ore from 
Freeport. It is stated that these companies were willing to pay more than the 
Government is presently paying. The brief does not mention the price which 
Freeport had asked of Washington Steel. These people came to GSA and stated 
that they had an opportunity to buy certain ore from Freeport; that they were 
being pressed for an immediate answer. They stated that they had no knowledge 
of what would be a reasonable price for the ore but that Freeport was asking them 
for payment on a formula which would cost Washington Steel and its associates 
about $3 a ton for ore, and it appeared that these people were quite willing to pay 
this amount provided they could get tlie backing of the United States Govern- 
ment. They were asking for the free use of railroads and other facilities which 
had cost the Government millions of dollars. In addition, they requested the 
United States Government to advance them the money for the construction of 
their plant in Cuba. 

During these negotiations these people emphasized time and again that it was 
imperative that they give an immediate reply to Freeport Sulphur. Our engineers 
pointed out to Washington Steel that the ore offered to them at $3 a ton would be 
inundated at certain seasons of the year; that, in addition, mining in that area 
would rile up the water being used at Nicaro and that it would be necessary for 
them to build a new water filtration system for our plant. 

Under all of these circumstances, the writer of this brief objected to the use 
of United States funds and facilities to further a project so economically unsound, 
It is quite obvious from reading the brief that the real purpose Freeport had in 
mind was to establish a price for ore which would make it appear that the price 
being charged the Government was reasonable. 

Later, when this company asked for a limited amount of ore to experiment in 
their plant in the United States, we wrote Freeport the following letter: 


“FEBRUARY 28, 1957. 

“Dear Mr. WituiaMs: You are familiar with the group of steel companies 
headed by Universal-Cyclops Steel Corp. who are anxious to test a process for 
making ferronickel. 

“They have indicated a desire to purchase some of the serpentine ore remainin 
on the Cornelia claim. It is estimated that there is somewhat less than 100, 
tons of serpentine ore left in this claim. 

“In the interest of assisting these people in their effort to develop a new use for 
the serpentine ore, we are disposed to sell them this ore at our cost, plus actual 
oe if any. Do you have any objections to our sale of this ore to these 

ople?”’ 

Pe This proposal was promptly rejected by Freeport Sulphur. 
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The Freeport memorandum speaks of the efforts to negotiate a contract satis- 
factory to GSA. During these negotiations, Freeport has insisted that their 
contract is nonassignable and that, if the plant is sold, the Government cannot 
transfer its interest in its contract for ore with Freeport. We have carefully read 
the contract and find no prohibition to an assignment. The general rule is that 
any commercial contract not dealing in personal services can be assigned unless 
specifically prohibited by the terms of the contract. 


6 CJS, page 1070 


“Subject to certain exceptions in case of contracts involving relations of personal 
confidence or trust or being for personal services, it is a well-settled general rule 
that a contract and a right or benefit arising out of it, that is, the right of either 
party to the contract to its performance by the other party, may be assigned.” 


4 Am. Jur., page 234 


“A party to a contract may as a general rule assign all his beneficial rights 
therein. Thus it is asserted that a contract which involves no personal con- 
fidential relation and no exceptional personal skill or knowledge is assignable.”’ 

Reference is made to the negotiations carried on between Mr. Bergson and 
members of the GSA staff which resulted in a proposal that in many respects was 
more disadvantageous to the Government than the existing contract. Under 
the proposed contract, GSA would be compelled to take two-thirds of all the ore 
from Freeport’s mines. Thus the Government could use only a limited amount 
of ore from its own fields. The Government has paid for this ore and built a 
railroad to serve it. 

The proposed contract would be extended for 20 years without any right of 
cancellation. If the proposed agreement had been accepted, it would, at the 
present time, cost the Government $500,000 a year more for ore, and, in the future, 
probably many times that amount. 

For all of these concessions on the part of the Government, it was to have the 
benefit of a contract that was assignable—a right which we maintain now exists 
to the Government. 

If this contract had been approved by the Administrator, the plant could have 
been disposed of to only one company, namely, the Freeport Sulphur Co. 

To summarize the situation we find that the Government of the United States, 
during emergencies of war, built a processing plant in Cuba in the vicinity of ore 
fields owned by Freeport Sulphur Co. and its subsidiary, Nicaro Nickel Co. 

That the Government advanced to Freeport Sulphur Co. $1,100,000 to com- 
plete its purchase of this ore, as well as the mines owned by Freeport Sulphur in 
the vicinity of Moa Bay; 

That the Government then built a plant in the vicinity of Freeport’s ore fields 
at a cost of $32 million; 

That the Government paid Freeport for the operation of the pilot plant to 
develop and test the Caron process for which patents had expired and which 
process Freeport patented in Cuba; 

That the Government is currently paying Freeport Sulphur for ore a price of 
$1.70 per ton; 

That in addition to the fixed royalty fee the company has demanded at various 
times from the Government as much as from 2) to 4 percent for alleged losses in 
mining and processing the ore; 

That at other times the Government has been compelled to pay for the ore used 
in building access roads to enable the Government to extend its mining of the 
Freeport ore; 

That the Government pays a royalty on the ore based upon the total nickel 
content of the ore although its average recovery amounts to only 75 percent of the 
nickel contained in the ore; 

That the Government has purchased other ore fields at a price of from 6 to 12 
cents a ton and that Freeport Sulphur, within the last few months, purchased a 
large body of ore in Cuba for 10 cents a ton; 

That the Government has thus paid to Freeport Sulphur Co. for ore royalty 
to March 31, 1958, $14,017,469.63 at a current cost per pound of nickel produced 
of 8.2 cents. 

That the royalties thus received by Freeport Sulphur are equal to the total net 
profit received by the Government and that 50 percent of the gross profit of the 
operation before the payment of royalty, taxes or interest went to the Freeport 

o. for royalties. Although the royalty generally expected from mining and proc- 
essing ore is in the range from 5 to 15 percent of the net profit, the Government 
has paid Freeport Sulphur 50 percent of the gross profit; 
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aN That at the current royalty rate, the value of Freeport’s remaining ore reserves, 


in the vicinity of Nicaro, now exceeds $100 million in addition to the $14 million 
already paid in royalties. 


Respectfully submitted. 


Ira D. Beynon, 
Special Assistant to the Administrator (Nicaro Project). 





Exursit 12 


Unirep States DEPARTMENT OF THE INTERIOR, 
BurEAv OF MINEs, 
Washington, D. C., May 6, 1958. 
Mr, FRANKLIN FLOETE, 


Administrator, General Services Administration, 
Washington, D. C. 

Dear Mr. Fiorre: Reference is made to your letter of April 14, 1958, re- 
questing comments on the enclosed Memorandum of Nicaro Nickel Co., Concern- 
ing Ore Contract With the United States Government. 

No comments are offered on the first 10 pages of the memorandum, which 
present the company’s position and give the historical background of the Nicaro 
enterprise. 

We are not in entire agreement with the last paragraph on page 11. It is 
obvious that the ore deposits belonging to the Nicaro Nickel Co. (Freeport) com- 
prise a valuable property, but it would appear from Bureau of Mines reports that 
the royalty rate at Nicaro is higher than customarily paid in the metal mining 
industry. 

Royalties for sulfur, petroleum, natural gas, bauxite, and iron ore, as percentages 
of value, are discussed on pages 12 to 19. The royalty paid Nicaro Nickel Co. is 
given as 8.2 percent of the gross value of the nickel in the ore before it is mined and 
11.57 percent of the price of the nickel produced at the processing plant. Actu- 
ally, the royalty was 12.1 percent of the price of the metal at the plant from July 1 
to December 31, 1957. he royalty paid was 51.9 percent of net profit (before 
taxes) for the same period. 

A worth of the nickel ore at the mine would have to be established for a valid 
comparison to be made with royalties paid for ores of other metals on a tonnage 
basis, or a gross value of the metals in the other ores be used as is done at Nicaro. 

A dilution occurs in mining, a royalty is paid for 2!¢ percent of the weighed 
tonnage at the treatment plant for dust and other ore losses, and 25 percent of the 
nickel in the ore is lost in processing the ore. 

A nickel oxide is made at Nicaro; the price is 70.25 cents per pound, with nickel 
quoted at 74 cents. 

The gross worth of the nickel in a ton of 1.44-percent ore would be $21.31; the 
royalty would be $1.70. The worth of the nickel in the ore at 70.25 cents per 
pound (for the nickel in oxide form) would be $20.22. Dilution in mining would 
reduce the grade as received at the plant to 1.39 percent nickel; the worth of a 
ton of ore would be $19.53. A 2}4-percent dust loss would decrease the worth of 
a ton of ore by $0.49, to $19.04. A 25-percent loss in recovery at the processing 
plant would further reduce the gross worth of the ore to $14.25 a ton. 

No processing was involved in the examples of the sulfur, bauxite, and iron ore 
cited. The direct cost of processing the ore at Nicaro, July 1 to October 31, 1957, 
was $4.73 a ton; the amortization item was $1.89 a ton, or a total cost of $6.62. 
The sales value of a ton of the nickel ore as compared to a ton of sulfur or to a 
ton of bauxite or iron ore would be $7.53 instead of $21.31, which represents the 
gross worth of the nickel in the ore before it was mined, Mining costs ana general 
costs are disregarded in establishing the figure for the worth of a ton of nickel ore. 
Mining costs at Nicaro should be similar to those at the bauxite and iron mines. 
The royalty based on the above-computed value of the nickel ore would be 22.58 
percent of the realizable value of a ton of ore at the mine, exclusive of mining and 
general costs, as compared to 11.57 percent of the value of the nickel which could 
be recovered from a ton of ore, as cited in the memorandum, 

Royalties for bauxite in Arkansas are cited in the memorandum as in the range 
of 10 to 15 percent on ore selling from $7 to $8 aton. The usual royalty on open- 
pit ore in the Lake Superior region is given as 15 to 35 percent of the f. o. b. mine 
price. (The published average royalty payments per dollar of ore mined was 


5 percent in 1956.) The market price of iron ore is given as $7.50 a ton on the 
Mesabi Range. 
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It would appear logical in comparing royalties paid for bauxite and iron ore 
with that paid at Nicaro, to figure such royalties as percentages of the gross worth 
of the aluminum and of the iron in the ores, as is done for the nickel at the mine 
at Nicaro. An average bauxite ore contains about 26 percent aluminum. At 
24 cents per pound of the refined metal, the worth of the aluminum in the ore 
as mined would be $125 a ton, as compared to $7 to $8, the market value of the 
ore. The royalty rate on value of refined recoverable metal in this case would 
be 1 to 2 percent. 

Pig iron currently is quoted at $60 a ton at Cleveland, Ohio; the worth of the 
iron in a 50-percent ore on this basis would be $30 instead of $7.50, the sellin 
price of the ore. A $l-a-ton royalty would be 8% percent of the gross value an 
a $2 royalty, 7 percent. The direct cost of processing Nicaro ore is $0.23 per 
pound of nickel produced, which is substantially higher than the average selling 
price of steel. 

The traditional standard royalty for petroleum and gas is 124 percent of the 
price of the oil or gas at the wellhead. For a true comparison of an oil lease to 
the royalty paid at Nicaro, the refinery sales price of the gasoline and other prod- 
ucts sold should be used instead of that of the raw material. The above royalty 
rates are 7 to 8 percent of values of refinery products, which is one-third less than 
the Freeport nickel royalty computed on a comparable basis. 

It does not appear to me that the examples given in the memorandum support 
the contention that the royalties paid for these minerals are higher than those 
paid at Nicaro. The foregoing analysis of the royalties indicates that the reverse 
is the case. 

No comment is offered on pages 18 to 23. 

The royalties paid for zinc and lead from Indian lands in Oklahoma are dis- 
cussed on page 23. The royalty collected is 10 percent of the net smelter returns. 
This royalty is general in the tristate district. 

The ore in the tristate district is mined and concentrated and sold on quoted 
prices for the concentrates. No royalty is paid for losses in mining and concen- 
trating the ores. Currently, the producer is receiving 47 percent of the April 24, 
1958, East St. Louis quotation for zine (10 cents) in a 60-percent concentrate 
and 74 percent of the quoted price of lead in New York (12 cents) in an 80-percent 
concentrate. 

About 81 percent of the zine and 71 percent of the lead in the ore is recovered 
in the concentrates. Considering the milling losses, the seller would actually 
get about 38 percent of the quoted price of the zinc and 53 percent of the quoted 

rice of the lead in the ore as mined. The royalty is 10 percent of these net values. 
he royalty at Nicaro is 8.2 percent of 100 percent of the nickel contained in the 
ore at 100 percent of the quoted price at Pittsburgh. 

The discussion in the memorandum, pages 24 to 28, regarding 1.2 percent 
nickel ore does not seem logical. Although some of the ore bodies drilled by the 
Bureau of Mines for the Government contain only 1.2 percent nickel, such ore 
is not considered commercial at this time. The Government owns the mineral 
rights of the claims outright and there is no obligation to mine low-grade material. 

The engineering estimate mentioned on page 28 must be in error. A total of 
11 million tons of Government ore, with an average of 1.43 percent nickel, will be 
hauled on the new railroad mentioned; an additional 2 million tons of 1.31 percent 
ore also could be handled on the railroad. The remaining ore at the present mine 
being worked, belonging to Freeport, will also be hauled on this railroad. 

The statement is made on page 28: ‘‘* * * Our engineering estimates show 
that the Government will, under a most conservative estimate of the cost of 
delivering ore from the Government’s eee save only 1.4 cents per ton of 
ore as against the present cost of taking N. . Co. ore and this saving will be wiped 
out if the cost of completing the railroad proves by even a small margin to be 
greater than the present estimates.” 

Careful estimates made by the Bureau of Mines indicate that the average 
mining and transportation cost of mining the 11 million tons of Government- 
owned ore, including amortization of the railroad and of the purchase price of 
the ore would be $1.32 a ton as compared to the current cost of mining on Freeport 
ground of $2.64 per ton, including royalty. The saving to the Government would 
be $1.32 per ton instead of the 1.4 cents mentioned above. 

No comments are offered on the remaining pages of the memorandum. 

Sincerely yours, 
Tuos. H. MI.ueEr, 
Acting Director. 
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Exursit 13 

Aprit 28, 1958. 
Memorandum to: Paul Zinner, Assistant Director—Programs. 
From: Paul W. McGann, Chief Economist. 

Subject: Effect of grade on royalty. 


The ore purchased from Freeport Sulphur Co. for the Government Nicaro 
nickel plant averages 1.4 percent nickel, and the royalty is $1.70 per short ton of 
dry ore, or 8.5 cents per pound of nickel recovered. Freeport will pay Jones & 
Laughlin $0.10 per short ton at Moa Bay in an outright purchase of ore reported 
to be of 1.2 percent grade. If processing costs of the two ores were the same, the 
present price were to hold, and there were no ownership costs, Freeport could 
have paid Jones & Laughlin as much as $0.16 per short ton at recent Nicaro 
operating costs. 

The costs of producing nickel at Nicaro in the last 6 months of 1957 was 55.0 
cents per pound of recovered nickel, or 46.5 cents excluding royalties to Freeport. 
If 1.2 percent ore were used instead, the proportional increase in costs would have 
been to 54.2, leaving 0.8 cent per pound of recoverable nickel that could have been 
paid. This corresponds to a royalty of $0.16 per short ton of dry ore. 

If the assumptions were correct in the first paragraph, one might conclude that 
Freeport was being paid by the Government 50 percent above the going market 
price on the basis of the 1948 contract. (It is not unreasonable to contest that the 
average price of nickel may be less than the present over the next 20 years.) On 
the other hand, it would seem that ownership costs could make up this difference. 
The ownership costs are largely foregone income on investment in the orebody 
purchase which, cumulated over an average length of life of 10 years at 5 percent, 
would be about 50 percent of the cost of the orebody. 

A different picture appears if ore takes slightly lower nickel processing costs. 
The costs of Nicaro production in recent years before fiscal 1958 was somewhat 
less, being only 52.4 cents in fiscal 1957 (44.7 cents ex royalty), which would 
correspond to 52.1 cents ex royalty for 1.2 percent ore, permitting a royalty at 
calendar 1957 prices of 2.9 cents per pound of recoverable nickel, or a royalty of 
58 cents per ton of ore. This would indicate that the “going market” price for 
Cuhan nickel ore was about one-third of that corresponding to the royalty rate 
paid to Freeport by the Government, even after allowing for a foregone income 
(after taxes) of 10 percent on the investment in Moa Bay ore. 

The cost of extracting the nickel from the ore is wa crucial and it will 
be many months before the operating costs at Moa Bay will be known with 
reasona»le accuracy. In the meanwhile, Freeport has prudently assured itself 
of adequate supplies of ore before its plant was constructed. This compares 
favorably with the experience of the United States Government at Nicaro since 
1955, where ore supply will not have been arranged for until after the new addi- 
tional plant was constructed. One is not surprised to find that the “going 
market” price is greater in the latter case, because it costs much less to let an 
ore body ‘“‘lie idle” (as it has for many million years) than it does for a com- 
plicated metallurgical plant to be laid up. (It may be observed that before the 
big addition to the Nicaro plant the older plant had sufficient Government ore 
to use without recourse to Freeport or Bethlehem ores for another 20 years. 
Under those circumstances the only onerous feature of the Freeport contract 
was the requirement to pay royalties on one-third of the ore used until 1968.) 


Paut W. McGann. 


Exuisit 14 


Nicaro NicKkeEt Co., 


New York, N. Y., April 10, 1958. 
Re Nicaro plant disposal. 


Mr. Ira D. Benyon, 
Special Assistant to the Administrator (Nicaro Project), 
General Services Administration, 
Washington, D. C. 


Dear Mr. Beynon: At the meeting which we had with you and your asso- 
ciates on January 9 of this year we stated that in connection with our evaluation 
of the Nicaro plant we should like the Government to make available to us 
the results of the research on processes which had been carried out at Govern- 
ment expense during the period in which the plant has been operated by Nickel 
Processing Co., a subsidiary of National Lead Co., for the account of the Govern- 
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ment. We understand that some of this research was conducted by Nicke[ 
Processing Co., and some by the Bureau of Mines. You had previously told us 
that the doors were wide open and that no information useful in evaluating the 
plant would be withheld from prospective bidders, but you said that you were 
apprehensive that a disclosure relating to processes might constitute such a 
publication as would prevent the issuance of valid patents. You mentioned in 
this connection that you were proceeding to file patent applications on various 
= made in connection with Nickel Processing Co.’s operation of the 
plant. 

We said that while we were not patent attorneys we felt quite certain that dis- 
closure of the results of the research to prospective lessees or purchasers would 
not prevent the issuance of valid patents, and that we would endeavor to satisfy 
you on this point. We communicated with our patent counsel in New York and 
obtained an opinion confirming our previous understanding of the matter. We 
felt that since Cuban patent rights might be involved you would want assurances 
under Cuban law, too, and we accordingly undertook to obtain an opinion from 
Cuban patent counsel. We delivered to you and Mr. Sipkin on Monday, March 
31, copies of both opinions. 

At the meeting which Mr. Bergson, Mr. Wilson, and I had on Tuesday, April 1, 
with you and ‘Messrs. Sipkin, Fredell, and Elson, Mr. Sipkin stated that the 
Opinions which we had furnished were in accordance with his understanding of 
the law, but he said that he was opposed to furnishing the information for a 
different reason. The reason which Mr. Sipkin gave was that he was appre- 
hensive that a disclosure to prospective bidders might result in somebody’s 
trying to steal an invention by filing a prior patent application. He said that it 
had been his experience that, in proving priority of invention, priority in date of 
filing a patent application was of great importance 

We pointed out, as we had on prior occasions, that in bidding for the plant it 
was important not only to know what the past performance of the plant had been 
but also to endeavor to evaluate its future possibilities; that no process had ever 
been developed which could not be improved; that our technical people were 
greatly interested in the possibility of improving the processes used at Nicaro; that 
in making their evaluation our engineers would want to know not only what 
processes had proved successful in the laboratory but equally to know what 
processes had been found to be unsatisfactory; that new improvements might 
affect in a very significant manner the economics of plant operation and thus 
could readily affect in an important way the amount which an informed bidder 
would be willing to bid; that during the negotiations which Mr. Bergson had had 
last fall with certain GSA representatives regarding possible modification of the ore 
contract the Government representatives had taken the position that it was neces- 
sary for them to have an incentive reduction in the rate of ore payment for cobalt 
recoveries and for nickel recoveries in excess of the existing 75 percent nickel 
recovery rate because the Government’s research had indicated that both were 
likely to become realities in the very near future; that under these circumstances 
we were not talking about something which was only of theoretical interest but 
rather something of immediate practical concern. 

As you will recall, we stated on March 31 that it was our view that if N. P. C. 
was the only bidder which possessed the knowledge in question and if as a result 
of such knowledge that company bid more than others and thus became the 
successful bidder, the result would be shocking and scandalous. It was suggested 
at the meeting on April 1 that it would be impossible to put all prospective 
bidders on an even basis since N. P. C. would in any event be bound to have an 
advantage as a result of the fact that it had been operating the plant for the past 5 
years. We do not understand why the fact that one prospective bidder has an 
advantage which it is not possible to overcome should be considered to be justi- 
fication for affording it additional advantages which the Government is in a posi- 
tion to prevent. If, therefore, the Government were confronted with a choice 
between a possible loss of patents—a result which we must regard as highly 
speculative since you have told us that these inventions were made over a long 
period of time and since we must assume that anybody tne vo to steal the 
patent rights would have extreme difficulty both in matching the Government’s 
proof as to the date of invention and in explaining why he had delayed so long in 
filing his applications—and withholding important information from interested 
bidders, we think it obvious that the Government should choose the former. Asa 
matter of fact, we do not understand why it is necessary to make such a choice, 
because we do not understand why the Government should not complete the 
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ew and filing of the patent applications before the plant is offered for 
isposal. 

t the conclusion of our meeting on April 1, there was a suggestion that you 
would speedily proceed with the preparation and filing of the remaining applica- 
tions and that you thought it would be possible on this basis to furnish the 
information to prospective bidders 30 days before the date on which bids were 
required to be submitted. You had previously told us that you proposed to 
issue an invitation for bids and to allow 60 days thereafter for the submission 
of bids. In other words, this information would be made available 30 days 
after the invitation had been issued and only 30 days before bids were due. As 
I stated to you at that time, this would be a totally impractical and unacceptable 
arrangement. If the disclosure of this information is to have any meaning what- 
soever, it must be made at a time which makes it possible for the engineers to 
study the material, to digest and assimilate it, and to make a proper evaluation 
of it in the light of their own previous studies. If the process work which has 
resulted in the preparation of applications (which presumably does not include 
the process work which your people feel was not successful but which, as I have 
explained to you, is no less interesting and important to us) is so voluminous 
that it has kept Mr. Sipkin occupied for the long period of which he gave some 
indication in our conversation and is expected to keep him occupied for an addi- 
tional further period, it is hardly reasonable to suppose that engineers could 
make a competent appraisal of such material in the short’ period you are pro- 
posing to allow them for that purpose. At the very least a period of 120 days 
should be allowed. 

There was also some suggestion at the April 1 meeting that the evaluation of 
process improvement might well be left for final consideration in determining 
the amount of the bid and that presumably all other factors would be considered 
first. As I stated to you at that meeting, this is putting the cart before the 
horse. The first thing a prospective bidder needs to know is how well the plant 
may be made to operate. 

Finally, there was also some suggestion that the data in question were really 
not very important and were difficult to evaluate in any event and that we ought 
not to regard them as being of great importance. It was even suggested that 
because the inventions had not gone through the pilot plant stage no great value 
could be attributed to them. There are two difficulties with this apporach to the 
problem. The first is that it is plainly inconsistent with your insistence on the 
importance of filing patent applications and of making sure that nothing is done 
to jeopardize them. It is hard to understand why the patents are so important if 
the information is so unimportant. The second answer is that there are significant 
indications that the inventions may have substantial value. Mr. Fredell stated 
in our conversation that he and Dr. Dean (whom we understand to be a consultant 
employed in this matter by N. P. C.) had at one time estimated the potential 
value of all the improvements and had come to the conclusion that they might 
result in an increased gross realization of as much as $8 million a year; that they 
would involve additional operating costs amounting to somewhere between 3 and 
5 million dollars a year; and that the additional net profit thus might run some- 
where between 3 and 5 million dollars. Similarly, in a statement which Mr. 
Floete submitted to the Joint Committee on Defense Production at its hearings 
on May 21, 1957, he stated that the research work done on improved processes 
indicated a potential increase in nickel recoveries as high as 10 percent and that if 
such improvements worked out successfully they would add ‘about $450,000 
to the net annual returns from the operation for each 1 percent increase in re- 
coveries”’ (which would amount to a total of $4,500,000 for a 10 percent increase in 
nickel recoveries alone) (Defense Production Act Progress Rept. No. 38, 85th 
Cong., Ist sess., p. 11). The idea that we (and other prospective bidders) may 
not be furnished information having to do with a potential increase in net profit 
of as much as $5 million a year, or may not be given adequate time to consider 
such information if furnished, is so shocking as to be virtually unbelievable. 

Will you, therefore, consider this letter as representing our strongest possible 
protest against your proposed disposition of this problem and our insistence that 
the information to which we have alluded be made available to all prospective 
bidders for a reasonably substantial period in advance of the time when the 
invitations to bid are actually issued. 

Yours very truly, 
PEARSON E. NEAMAN, 
Senior Vice President. 
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Exuisit 15 


FREEPORT SULPHUR Co., 
New York, N. Y., April 11, 1958. 
Mr. Ira D. Beynon, 

Special Assistant to the Administrator (Nicaro Project), 
General Services Administration, Washington, D. C. 


Dear Mr. Beynon: We were glad to have the opportunity to talk with you 
and your associates on March 31 and April 1 about the Nicaro plant disposition. 

You will recall that our meeting was preceded by correspondence between us 
on the time schedule you proposed to follow on the Nicaro plant disposition and 
the unanswered questions which we felt still existed. In your ktter of January 
21, 1958, you stated that a period of 60 days would be given for interested parties 
to file their bids, and I pointed out in my reply of January 29, 1958, that a period 
of 60 days was inadequate, and I suggested a period of 120 days and preferably 
longer. Subsequently you telephoned me and indicated that the Government 
might want to postpone disposal of the plant. However, in your letter of March 
6, 1958, you wrote to me as follows: 

“* * * JT have to report that the present thinking here is that we should pro- 
ceed with as much dispatch as possible with the disposal. I hope you will avail 
yourself of this time to make your plans as it is quite likely that the bids will be 
requested within 60.days after the notice has been given.” 

My reply of March 12, 1958, contained the following: 

“We are of course continuing our examination of the data relating to the current 
operations of the facilities, but I do not know how we can make any plans for 
acquiring them until we know the terms of disposal. When we discussed this 
matter with you in Washington some time ago, you indicated that there was a 
vast range of questions for which answers had not yet been found. If you are 
now prepared to answer these questions I should appreciate the opportunity of 
discussing the matter with you fully. If the answers have not yet been deter- 
mined, I car only assume that the offering will be delayed until specific terms of 
disposition have been formulated.” 

Your response of March 13, 1958, included the following statement: 

“T am not aware that there is a vast range of questions which are unanswered 
as stated in your letter. I believe it would be well if we could have another con- 
ference, at which time we will be glad to discuss our plans with you.”’ 

Accordingly, our meetings of last week were arranged. It appeared from our 
discussions at those meetings that the following are among the questions which 
remain unanswered: 

1. Cuban tax status —You stated that the Cuban Government had “agreed’’ 
to give the Nicaro project under private-operation the same tax treatment that 
is being given our Moa Bay project. However, you stated that you had made 
a counterproposal under which you said the Nicaro project would have somewhat 
better tax treatment than our Moa Bay project. You informed us that no decree 
had as yet been issued by the Cuban Government on the tax matter and that it 
might not be possible to obtain a decree by the time the invitation for bids was 
issued. We pointed out how long it had taken to work out the details of the decree 
on tax matters governing the Moa Bay project and that there would doubtless 
be numerous and at least equally complicated problems with respect to the 
Nicaro project, including special difficulties in dealing with a disposition of the 
Nicaro plant by way of alease. We also emphasized that in order for a prospective 
bidder to make a realistic evaluation of the Nicaro plant it was imperative to be 
certain as to the taxes which would be applicable, and that consequently it was 
essential that the Cuban tax situation be definitely and formally clarified before 
the invitation to bid was issued. 

2. Cuban participation.—Although you stated that it had been ‘‘agreed”’ that 
our Government would require that a 25-percent interest in the Nicaro project 
be offered to Cuban interests, you indicated that there was no written decision 
on this point by our Government, and no written agreement on this subject with 
the Cuban Government. Moreover, you stated that a bid which contemplated 
a smaller percentage participation by Cuban interests would be acceptable if 
prior approval had been obtained by the bidder from the “Cuban Government”’ 
and you indicated that while there was no stated Government policy on the point 
you personally would consider that approval by a Cuban Cabinet Minister would 
be satisfactory evidence of Cuban Government approval. As we have previously 
stated to you, we are fully in sympathy with the objective of having Cuban 
participation in this project, and we have every intention of offering such partici- 
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pation if we are the successful bidder. However, it is obvious that the whole 
subject of Cuban participation and the extent thereof is a matter of major impor- 
tance not only to the prospective bidders themselves but to the respective Govern- 
ments involved. It is a matter which should be decided for our Government at 
a high policy level with due regard for all the considerations involved, and a clear 
written statement of the decision should be formulated and made available to 
prospective bidders. 

3. Rental in the event of a lease.—You informed us that the Government would 
specify a fixed minimum rental and that a bidder would be expected to include an 
additional amount of rent in his bid. However, we were informed that the mini- 
mum rental which will be specified has not yet been determined. 

4. Restrictions on sale of product.—You advised us that at least 75 percent of 
the plant’s output would have to be offered for sale in the United States “until 
such time as the Government considers the supply of nickel to be ample to meet 
national security requirements.”” However, you do not yet know for how long a 
period this requirement will remain in effect or whether or not it can be reimposed 
once it is removed. 

5. Na:ional securt:y clause.-—We were informed that this clause would be similar 
to the standard clause published in the Federal Register of October 1, 1954, a 
copy of which you gave to us. However, you told us that because of the com- 
plications resulting from the fact that the facilities are located outside the United 
States, the precise national security clause which would be applied to the Nicaro 
plant disposition was not yet ready. 

6. Use of Government’s ore reserves in the event of a lease-—You stated that 
during the entire term of the lease a lessee would be obliged to use ore owned by 
the Government for a minimum part of the throughput of the plant and that 
there would be no right in the lessee to cancel such a provision. However, you 
have not yet decided on either the minimum required throughput or the schedule 
of royalties to be applied. 

7. Procedure on bidding.—It was quite clear from our discussion that you have 
not yet formulated a decision as to the policy and procedure to be followed by 
the Government after bids have been submitted. It is obviously of paramount 
importance for bidders to know in advance the extent to which the Government 
will be free to negotiate with individual bidders after bids have been submitted. 

We are continuing our review of the data which have been supplied to us. 
However, I cannot overemphasize my concern regarding the importance of 
offering the Nicaro plant for disposition in a precise frame of reference, with 
clear and definite specifications governing the disposition. It is only in this way 
that interested parties will be in a position to make informed and intelligent 
decisions and there will be a realistic basis of comparison of bids by different 


parties, each of whom will know precisely what terms and conditions he is expected 
to meet. 


Very truly yours, 
Prarson E. NEAMAN, 
Senior Vice President and General Counsel. 
x 





